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(1)

STRENGTHENING PARTICIPATION OF SMALL
BUSINESSES IN FEDERAL CONTRACTING
AND INNOVATION RESEARCH PROGRAMS

WEDNESDAY, JULY 12, 2006

UNITED STATES SENATE,
COMMITTEE ON SMALL BUSINESS AND

ENTREPRENEURSHIP,
Washington, D.C.

The Committee met, pursuant to notice, at 10:38 a.m., in Room
428, Russell Senate Office Building, Hon. Olympia J. Snowe, Chair
of the Committee, presiding.

Present: Senators Snowe, Bond, Coleman, Thune, Isakson, Vitter,
Enzi, and Kerry.

OPENING STATEMENT OF THE HONORABLE OLYMPIA J.
SNOWE, CHAIR, SENATE COMMITTEE ON SMALL BUSINESS
AND ENTREPRENEURSHIP, AND A UNITED STATES SENATOR
FROM MAINE

Chair SNOWE. Good morning. The hearing will come to order,
please. Good morning and welcome to today’s hearing on strength-
ening the participation of small businesses and Federal contracting
innovation research programs. I want to thank all of the small
business representatives for being here today as we examine the
small businesses’ ability to succeed in the Federal procurement
arena and the small business role in innovation through SBIR pro-
gram.

I particularly want to thank Inspector General Thorson for his
appearance here today. It is his first appearance before this Com-
mittee since his confirmation. I want to welcome you.

According to the SBA, the small businesses received a record-
breaking amount of Federal prime contracts, $79.6 billion in fiscal
year 2005, a $10 billion increase from the previous year. Moreover,
the SBA reports that these contracts represented 25.4 percent of
Federal prime contracting dollars in 2005, surpassing the overall
Government statutory goal of 23 percent for the third consecutive
year.

This is welcome news. The oversight I have conducted in this
Committee, however, strongly suggests that caution and corrective
legislation is necessary before these numbers may be accepted at
face value.

It has been the President’s goal that all agencies are fair in their
procurement policies and unbundle those contracts that make it
more difficult for small businesses to compete.
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Because small businesses drive our economic growth and job cre-
ation, it is critical that these policies are upheld so small busi-
nesses have a fair and equal opportunity to do business with the
Government. Small businesses propel our economy by creating jobs,
strengthening communities, empowering entrepreneurs, and assur-
ing economic revitalization in America.

With the help of Federal contracts, small firms create and retain
almost half a million jobs in fiscal year 2004, and taxpayers have
enjoyed a staggering $2.5 billion in savings since 1985 through the
SBA’s program to break out large contracts for competition among
small firms.

The Federal Government’s record of meeting its promises to
America’s small contracts is decidedly mixed. On the positive side,
some agencies have exceeded the statutory small business goal and
the Government has surpassed the 5 percent goal of contracts for
small, disadvantaged businesses. And the goals for aid for small,
disadvantaged businesses.

At the same time, Government data has indicated that small
companies owned by women, service-disabled veterans, and those
located in HUB Zones, historical under-utilized business zones,
have not been given fair access to Federal contracts. Regrettably,
these programs have not received the support they deserved.

I am particularly troubled by the SBA’s decisions earlier this
year to close the office of Federal contract assistants for veteran
business owners. Many in Washington assume that large firms
churn out all the new ideas because they have more people or more
money. The truth is that small businesses are our Nation’s most
innovative sector.

The numbers are indisputable. America’s small businesses hold
40 percent of our national patents. They obtain 13 times more pat-
ents per employee than large firms. And their patents are twice as
technologically significant as large firm patents. Government agen-
cies must be diligent about meeting the contracting goals and in-
suring that these contracts go to small businesses, not large cor-
porations.

It concerns me deeply to hear recent claims that the Government
has included in the small business statistics billions of dollars in
awards to some of the Nation’s largest corporations. Documents re-
leased by the SBA’s Office of Advocacy and the Office of Inspector
General has confirmed that the Government has reported billions
of dollars in contracts to large corporations. This type of misleading
reporting must come to an end.

Large firms posing as small must be aggressively prosecuted and
debarred from Federal contracts and the Government must uphold
its obligation to small businesses.

We would be remiss if we simply accepted the status quo of the
contracting environment for small businesses. Our economy flour-
ishes when small businesses partner with the Federal Government.

Today, we will address issues surrounding the vitality of the
small business innovation research program, and its companion,
the small business technology transfer program. Small businesses
face barriers to commercializing their new technologies through
Federal contracts and subcontracts, especially at the Department of
Defense.
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In particular, there is a concern about the proper level of involve-
ment for venture capital investment, and I hope that this hearing
will enable all sides in this debate to achieve a reasonable com-
promise in this issue. And then we can resolve some of the ques-
tions at hand.

As an original cosponsor of the SBIR program legislation, which
was adopted in 1982, I am proud of the program’s record of direct-
ing over $21 billion of Federal research and development funding
to America’s small businesses. Unfortunately, the small business
share of Federal research and development dollars has historically
amounted to less than 3 percent.

Practices that exclude small firms from Federal R&D lack fore-
sight and hinder our competitiveness. The SBA proposes for a third
year to eliminate two grant programs for rural outreach and Fed-
eral and State partnership, which assists States in preparing their
local small innovators for SBIR competitions. These programs le-
verage the infrastructure of State technology agencies and non-
profit research incubators to increase the geographic diversity and
competitiveness of small, high-tech firms for States such as Maine,
which have comparatively low participation in Federal R&D efforts.

Clearly, this is a step in the wrong direction, especially at a time
when our key competitors, such as China, are aggressively expand-
ing their technological base by copying the very programs the SBA
is seeking to abolish.

The President’s contract bundling initiative is also presently on
life support. According to reports prepared by the Government Ac-
countability Office and the SBA inspector general report last year,
most agencies claim confusion about what constitutes contract bun-
dling. And the confusion is only compounded by the fact that the
SBA failed to review over 80 percent of the contracts identified as
bundled.

The future economic success of our Nation requires an environ-
ment that encourages risk taking and competition. And the pro-
grams that we will discuss here today with this panel are an inte-
gral part of that effort.

With that, I will now recognize the Ranking Member of this
Committee, Senator Kerry.

OPENING STATEMENT OF THE HONORABLE JOHN F. KERRY,
RANKING MEMBER, AND A UNITED STATES SENATOR FROM
MASSACHUSETTS

Senator KERRY. Well, Chair Snowe, thank you very much for
having this hearing and for your leadership on the SBIR and the
reauthorization effort.

I hope that we will be able to do this in a bipartisan way and
also in a sensible way, measuring some of the issues that are on
the table and some of the information that we are anxious to get.
For instance, the study that is being done, which we will talk about
a little later, which I think is important to resolving some of these
issues.

But, let me just start out by saying that it is important that we
are having this hearing on the SBIR, and the number of the wit-
nesses that are here is evidence of the interest in it and some of
the tensions that exist, with respect to the issues. This is important
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to everybody’s State here, and that is why a number of Senators
are here and interested in it. But I just want to say it has particu-
larly been successful and important to Massachusetts, where we
have had, literally, thousands of Massachusetts firms, including
biotechnology firms that have been able to take advantage of this
program and do well because of it. And it has helped the State and
the country.

We are second only to California in receiving the largest number
of SBIR grants. 840 grants going to Massachusetts firms in 2004,
bringing in about $300 million to small, high-tech firms. That is al-
most 14 percent of the $2 billion in SBIR grants annually.

So, for obvious reasons, this is an important program to us. But
I think it is important to the country and to the small businesses
that benefit by it. And we need to keep in mind what the dynamic
is between real small businesses and real start-up efforts and the
purpose of the program as we go forward.

I am a little apprehensive, Chair Snowe, about reauthorizing this
program, during what is left of this year, for the simple reason that
SBIR’s authorization doesn’t expire until 2008 and we have got a
$5 million National Academy of Sciences study on SBIR that is due
out later this year.

It would be good to put that $5 million to good use before we
jump ahead, and wait until we have the results of the study. I
know that Dr. Wessner is going to address that today, but we
ought to think about that, at least.

Also, I am interested in the idea of working through some kind
of compromise, and we can talk about that later as we go forward.
There is a certain amount of controversy over the role of venture
capital in the SBIR program.

I want to assure both sides that I do approach this with an open
mind, although with a certain set of principles that I think ought
to guide all of us as we think about what this Committee, and what
the SBA does, and about the needs of small businesses in this
country.

We ought to try to do what makes the most sense for small busi-
ness and for the biotechnology and venture capital community. And
there may be that there is a way to find a middle ground here that
makes sense for everybody.

Obviously, important work is being done by biotechnology firms,
and I have been pleased to champion, as a matter of common
sense, stem cell research, R&D tax credits, and other efforts to en-
courage their success.

During the presidential campaign, I called for substantial in-
creases in research for clean energy, for medicine, for advanced
manufacturing, for nanotechnologies, stem cell research, and other
priorities.

I wish we were doing that today. Other countries seem to be
more focused and intent than we are. I also called specifically for
increases in funding for life sciences. The biological sciences, bio-
technology, diagnostics, and for industrial biotechnology, such as
synthetic biology, which could lead to biodegradable plastics, en-
ergy, fuels, chemicals based on agricultural waste rather than oil.

And I have long supported greater Federal support for curiosity-
driven, long-term high-risk research. That is what makes America
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different and great. So, we acknowledge here today that bio-
technology has done a lot for us, and I would like to see a way for
it, with Federal support, to flourish without undermining the small
business aspect of the SBIR program, and we will dig into this a
little bit today. We have to remember that whatever we do here to
change the definition of small business with regard to SBIR is
going to impact all of the SBA programs. And it would be inter-
esting to hear what the SBA’s head of size standards has to say
about that issue. It would be interesting to have GAO’s input.

Their recent study concludes that the program is doing well even
with the recent rule clarification by SBA. Beyond the definition of
small business, there are a number of other issues related to SBIR
that we need to address. Last year, Senator Snowe and I were suc-
cessful in having an amendment adopted, during consideration of
the Defense Authorization Bill, to create a new commercial pilot
program to encourage and foster the use of SBIR technology by the
Defense Department.

This program has the potential of producing hundreds of millions
of dollars to SBIR companies. We have 20 years of research and de-
velopment, but we are still struggling to get the agencies to make
the final investment and use the SBIR products.

We also need to discuss increasing SBIR award sizes from
$100,000 and $750,000. We need to discuss Senator Bayh’s pro-
posal to increase the 2.5 percent set-aside for SBIR projects, and
how to increase the geographic diversity of the program.

And let me just say something about Federal contracting, a sub-
ject that has come up in a number of hearings recently.

The SBA is meant to be a watchdog for small businesses, with
respect to Federal procurement policy, but evidently it is asleep or
something is wrong. It is just not happening. Report after report
speaks to loopholes in the regulations that allow large businesses
to game the system, and they are, to the disadvantage of legitimate
small business interests in the country.

The SBA continues to drag its feet in correcting the problem, and
this has been noted bipartisanly. Despite the President’s stated
strategy to unbundle contracts, they remain bundled because of
procurement staffing deficiencies’ and small businesses are left to
suffer the consequences. Meanwhile, we read press releases that
tout inflated numbers for the number of small business contracts
as a supposed success story of the Administration.

Yesterday, I filed an amendment to the Homeland Security ap-
propriations bill, which I hope will be accepted, which will actually
repeal the exemption given to the Transportation Security Admin-
istration from the Federal acquisition regulations, an exemption
that was granted because we deemed, after 9/11, that we needed
to get going immediately. Well, I think since then we have learned
that we can actually meet those goals and not harm national secu-
rity while doing so.

And the fact is that when the Administration says that 25 per-
cent of all contracts are given out to small businesses, they are not
even including TSA, which is a vast number of those contracts. So,
we need to get that oversight, Chair Snowe, and I hope that we are
going to do that and we can force that to happen.
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And finally, the SBA has a responsibility to look out for under-
served communities, and that includes veterans who are returning
from Iraq, Afghanistan, and elsewhere—disabled veterans, and
woman-owned and socially and economically disadvantaged busi-
nesses. That is a purpose of the agency and of this program and
of this Committee.

But Federal contracting goals that have been established for
these communities are never met, and they are disregarded com-
pletely by this Administration. The underserved communities are
simply left wondering why these goals are established in the first
place. It is just not acceptable.

So, we have got to do a better job in enforcing those goals across
the Federal Government to insure that everybody has got a fair
shot at these dollars. Thank you very much, Chair Snowe. I appre-
ciate it.

Chair SNOWE. Okay. Thank you very much, Senator Kerry. I ap-
preciated that and I am looking forward to working with you on
some of these major questions that important to small businesses.

Now, I would like to recognize my predecessor on this Com-
mittee, as Chairs of this Small Business Committee, Senator Bond.

OPENING STATEMENT OF THE HONORABLE CHRISTOPHER S.
BOND, A UNITED STATES SENATOR FROM MISSOURI

Senator BOND. Thank you very much, Madam Chair, and I ap-
preciate the opportunity to be back. It is nice to be home again in
these hallowed halls of Small Business.

Today I want to address particularly the biotechnology industry,
and the ability or inability of it to participate in the SBIR program.
Certainly we are the world leader in innovation in biotechnology
due in large part to the Federal Government’s 20-year partnership
with the private sector to foster growth and commercialization, in
the hope that one day we will uncover cures for diseases like cystic
fibrosis, heart disease, cancer, multiple sclerosis, and AIDS.

However, the biotech industry was dealt a major setback in 2004,
when the SBA determined that venture-backed biotechnology com-
panies could no longer participate in the SBIR program.

Prior to that decision, the SBIR program was an example of a
highly successful Federal initiative to encourage economic growth
and innovation in biotechnology by funding the critical start-up and
development stages of a company.

Now, traditionally, to qualify for SBIR, the small business appli-
cant had to meet two requirements, have less than 500 employees,
and two, the business be 51 percent owned by one or more individ-
uals. Now, according to the SBA, the term individual means nat-
ural persons only, whereas for the past 20 years, the term indi-
vidual included venture capital companies.

As a result, biotech companies backed by venture capital funding
in Missouri and throughout our Nation who were on the cutting
edge of science could no longer participate.

The biotech industry is like no other in the world because it
takes many years and intense capital expenditures to bring a suc-
cessful product to market. According to a study completed by the
Tufts Center for the Study of Drug Development, it takes roughly
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10 to 15 years and $800 million for a company to bring just one
product to market.

Now, these cutting edge companies must rely heavily on venture
capital funding. It is not a luxury, it is a necessity. Consider
Clorogen, a small biotech company based in St. Louis. Within the
last 2 years, this early-stage company raised its first round of ven-
ture capital financing, but, due to the SBIR rules, Clorogen was
forced to abandon an SBIR grant and, with it, the development of
a bio-defense vaccine program that could have produced a new vac-
cine against anthrax.

The company has fewer than 50 employees, but it is no longer
considered a small business under the SBIR rules, because it had
to get venture capital funding. This story is not unique. Madam
Chair, a California company, trying to target discovery of a project
of a diabetes metabolic syndrome, because they got venture capital
funding, was ruled ineligible and they moved to Australia and they
are doing it there.

A New Jersey company delayed work on the development of an
acting powder for inhalation of Cipro for use against anthrax. It
could be vital, but they could not move ahead without venture cap-
ital funding.

A Wisconsin company said that, due to SBIR rules, a project for
air filtering method for production of synthetic genes had to shut
down. Without the funding, these things just do not go. And I
would like to submit these examples, Madam Chair, for the record.

Chair SNOWE. Without objection, so ordered.
Senator BOND. Prior to 2003, 40 percent of private biotech com-

panies had major venture capital funding SBIR grants. Since then,
zero.

The SBIR program has been very successful in developing new
projects with the important Federal grants, and the venture capital
firms play a vital role. I am disappointed to hear that there are
some who say this would just be backing large businesses. That is
just not true. Venture capital firms invest in biotechnology start-
ups for the possibility of future innovation and financial return, not
to take control or run the day-to-day operations.

Dr. Zerhouni, director of the National Institutes of Health (NIH),
has said that these rules undermine the NIH’s ability to award
SBIR funds to applicants who it believes are most likely to improve
human health, which is the mission of the NIH.

And this has widespread support from patient’s groups and med-
ical health advocates, biotechnology and medical device groups who
have written to Speaker Hastert and Leader Frist and, Madam
Chair, I ask unanimous consent that I be able to submit that
record along with my full statement and questions for several of
the witnesses for the record and I will relieve you of hearing all
of my views, but you can read them if you wish.

Chair SNOWE. And we most certainly will, Senator Bond.
Senator BOND. I know you will.
[Laughter.]
Chair SNOWE. Without objection, so ordered.
[The prepared statement of Senator Bond and the materials ref-

erenced above follow:]
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Chair SNOWE. Senator Coleman.
Senator KERRY. May I just correct Senator Bond on one thing,

quickly?
I think he said, and he may have misspoken on it, that they are

not allowed to have venture capital, that firms cannot be SBIR eli-
gible if they have venture capital backing. They are allowed, as
long as it is 49 percent.

Senator BOND. When you have the problems——
Senator KERRY. It is majority owned.
Senator BOND. Yes. Majority owned, but when you are talking

about $800 million just to bring one product to market, the truly
innovative, the major projects are——

Senator KERRY. Well, I understand.
Senator BOND. But 49 percent is, you know, that is a stump that

is very easily jumped. It is the big investments that we have to
take care of.

Chair SNOWE. Thank you. Senator Coleman.

OPENING STATEMENT OF THE HONORABLE NORM COLEMAN,
A UNITED STATES SENATOR FROM MINNESOTA

Senator COLEMAN. Thank you, Madam Chair. We have a lot of
witnesses. I am just going to just ask that my statement be sub-
mitted for the record, and I associate myself with the comments of
my esteemed colleague from Missouri.

Minnesota has medical technology. Our folks in medical tech-
nology have experienced the same challenges that Senator Bond
has expressed regarding folks in biotechnology.

So, I will associate myself with his opening statement, and then
just briefly say that I do have deep concerns about the inspector
general’s report and the entire state of contracting. There are some
issues that we have to discuss and I hope that we get to those
today, but with that, I would just ask that my statement be sub-
mitted for the record as a whole.

[The prepared statement of Senator Coleman follows:]
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PREPARED STATEMENT OF SENATOR NORM COLEMAN
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Chair SNOWE. Thank you, Senator Coleman.
Senator Enzi.
Senator ENZI. Thank you, Madam Chair. Since I am improperly

seated here, I would defer to the others. I would like to make a
statement, but would allow the people with more seniority on the
Committee to—thank you.

Chair SNOWE. Could somebody go?

OPENING STATEMENT OF THE HONORABLE MICHAEL B. ENZI,
A UNITED STATES SENATOR FROM WYOMING

Senator ENZI. Madam Chair, I do want to thank you for holding
this hearing. Small business innovation and research programs,
and the Federal contracting programs, are vitally important for
strengthening small businesses starting today’s small businesses.

Your attention provides a bipartisan forum for something that
we have talking about at tables from Massachusetts to Wyoming.
And I thank you for allowing part of that discussion to be by Mr.
Watson who is from Wyoming. He is an expert of the best kind. He
is an expert by practice. His lifelong experience with successful
start-up technology business in the recent years, the small business
innovation research program has translated into his role as an ad-
vocate for the SBIR program to small businesses around the State
of Wyoming.

As an SBIR consultant to the University of Wyoming, Gene has
consistently worked to make the SBIR program accessible to the
rural small businesses of Wyoming. And he has been successful.
During the first 17 years of this 24-year-old program, Wyoming
small businesses received a total of $5.5 million, or 10 percent of
the national per capita average.

In the last 7 years, since Gene has been working with it, Wyo-
ming small businesses received a total of $23 million from the
SBIR program, or 110 percent of the national per capita average.

The reason for this is that Wyoming’s small businesses are sub-
mitting good, competitive proposals. Unlike other programs, the
SBIR program does not include formula funding, but funds the best
proposals.

I appreciate Gene’s success in advocacy for the small businesses
that the SBIR program was meant to serve and look forward to his
comments.

Though most of my comments and questions this morning will
focus on innovation research programs, I want to say that the Fed-
eral contracting is vitally important to small businesses. To support
our small businesses, it is in the best interest to introduce re-
sources to our small businesses to help them grow. One of the most
extensive resources is Federal purchasing of goods and services,
and I appreciate Senator Snowe’s comments about incorrect and
improper accounting, as an accountant.

However, most small business owners do not have the time to re-
search the Government procurement process and access this re-
source. I have hosted numerous procurement conferences in Wyo-
ming to introduce small business owners to the right contacts in
the Federal Government to answer their questions and help them
to understand how to obtain contracts.
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I look forward to working with Madam Chair and other members
of the Committee to insure that small businesses have open access
to Government contracts.

In Wyoming, we are working to stabilize and steadily grow our
small businesses through the utilization of the SBIR program.
SBIR funds the critical start-up and development stages and it en-
courages the commercialization of technology, product, and service.
By including qualified small businesses in the R&D arena, high-
tech innovation has stimulated Wyoming’s small businesses, and
those in other rural States.

Given the impact the program has had on Wyoming, I believe
that any suggested change to this program that could alter its im-
pact in rural States should be given serious thought. One suggested
change would allow small businesses that are majority-owned by
venture capital companies to participate in the SBIR program.

Given the lack of venture capital investment in Wyoming, I have
concerns that making this change would harm rather than benefit
Wyoming’s rural small businesses. Ideally, I would like venture
capitalists to consider funding more Wyoming businesses, espe-
cially considering their record of achievement.

Now, as Chairman of the Health, Education, Labor, and Pensions
Committee, I also have directly heard the concerns of those indus-
tries that are unusually dependent upon venture capital for suc-
cess.

Under the current SBIR program, small businesses in such in-
dustries as biotechnology may have to make the difficult choice be-
tween another round of venture capital or continued eligibility for
SBIR grants. It is a complex issue. I look forward to the testimony
today, and hope that the stakeholders can get together and come
up with a solution.

Thank you, Madam Chair.
[The prepared statement of Senator Enzi follows:]
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Chair SNOWE. Thank you, Senator Enzi.
Senator Vitter.

OPENING STATEMENT OF THE HONORABLE DAVID VITTER, A
UNITED STATES SENATOR FROM LOUISIANA

Senator VITTER. Thank you, Madam Chair. And I want to thank
all of the witnesses for being here today. I look forward to their tes-
timony, I will be brief in light of that. I also want to thank Bob
Schmidt of ClevMed, who is in the audience, a leading small busi-
nessman that I have been working with on some of these SBIR and
related issues.

I bring two very focused, specific interests to this discussion
today. One is the SBIR program. I think it is very important and
has been fairly effective in the past. But I think in the debate and
discussion, we need to have a very serious discussion about pos-
sible increasing the percentage of R&D budgets reserved for small
businesses, perhaps from 2.5 percent to 5 percent. I am actively
working with members on that proposal. I would invite any reac-
tion to that idea from any of our witnesses, but I am certainly
widely interested in the SBIR program and that specific proposal
in the context of the discussion.

I am also very, very interested in small business contracting,
particularly coming out of the, in many ways, frustrating experi-
ence of hurricane recovery with Hurricanes Katrina and Rita in
Louisiana. Unfortunately, in so many instances we saw that a lot
of programs and a lot of rules and regulations that were set up to
help integrate small business in the recovery really did not work.

I think we need to take a very hard look at revising certain pro-
grams and rules and regulations with that in mind. In so many in-
stances, a lot of the work after the hurricanes was given to very
large entities through very large, no bid, mega-contracts. And this
was hurtful to the taxpayer, because billions, literally billions of
dollars were wasted, and it certainly did not integrate small busi-
ness adequately into the recovery process, which was very impor-
tant for the recovery, in terms of getting the economy of South Lou-
isiana and nearby States back up and running.

A good example, for instance, are the blue roof contracts that
were given out to very large entities. Again, no bid, mega-contracts.
And what you had happen there, as in many, many other in-
stances, you had layer upon layer upon layer of subcontracts built
up under these no bid, mega-contracts. Literally, seven, eight, nine
layers.

At the end of the day, the smaller entity actually applying the
blue tarp to people’s roofs, first of all, was getting on the order of
3 percent of the full contract price that the prime got. Now, I know
it takes something to manage a lot of entities underneath you to
manage a large territory. It should not take 97 percent of the con-
tract price. And just 3 percent going to the entity actually applying
the blue roof to a home.

The other thing that is startling about that example is that the
price we paid per square of blue roof was more than the price of
brand new permanent roofing, good quality roofing like is on my
home. Not cheap stuff, but medium grade, good quality roofing.
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We paid more for a blue roof that is supposed to last 2 months
than it costs to put permanent roofing on. And unfortunately, there
are plenty more examples that contracts for travel trailers where
we are paying an average of $70,000 per trailer, counting the cost
of hook up, and on and on.

Senator KERRY. Are they not sitting in another State?
Senator VITTER. A lot of them are—have been.
So we need to do far better in all of these regards. I have intro-

duced a bill, the local disaster contracting fairness act, which would
develop a new model, basically, a project manager model so we do
not give out a huge mega-contract to a prime and allow as many
layers of subs to be built up under it as they want, which inflates
the cost. But we hire a project manager for a focused price, far
smaller than the prime would get otherwise and then direct that
project manager to hire local small businesses under it to cut down
the layers of subs and get more work and more money at a cheaper
cost directly to the local small businesses.

So, Madam Chair, I am very interested in talking about both of
those issues, that and SBIR, and I am interested in hearing from
the witnesses.

Chair SNOWE. Thank you, Senator Vitter. I appreciate those com-
ments and you explained the experiences that have been occurring
in your State, regrettably so. And hopefully we can use the reau-
thorization process to identify some of those issues that we can ad-
dress, as well, and incorporate those changes.

Senator Isakson.

OPENING STATEMENT OF THE HONORABLE JOHNNY ISAKSON,
A UNITED STATES SENATOR FROM GEORGIA

Senator ISAKSON. Thank you, Senator Snowe, and I appreciate
very much your calling this hearing. Out of respect for this Com-
mittee and especially the distinguished panel, I am going to be
very, very brief and will submit a formal statement for the record.

I associate myself with the remarks of Senator Bond of Missouri
and Senator Coleman with regard to having a keen interest in the
SBIR funds and any unreasonable preclusion of access to those
funds to a legitimate small business, simply because of the percent-
age of venture capital investment in its ownership.

Having been a part of that in the past, a company that developed
very small and participated in that, I think an arbitrary cutoff
without some other criteria probably might penalize actual good
quality research and development and ultimately, a product getting
to the marketplace.

I am very interested in hearing the testimony today and appre-
ciate the opportunity.

Thank you, Madam Chair.
Chair SNOWE. Thank you, Senator Isakson, and I want to wel-

come our panel here today.
First, we have Eric Thorson, who is the inspector general for the

SBA and he was unanimously confirmed by the Senate just on
March 31st of this year and has had over 20 years of investigative
experience.
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Next, we have Commissioner Joe Wynn, who is the Washington,
D.C. regional director and a lifetime member of the National Asso-
ciation for Black Veterans.

Next is Mr. Steven Sims, who is the vice president for Programs
and Field Operations Program of the National Minority Suppliers
Development Council.

Next we have Mr. Charles Wessner. Mr. Wessner will be testi-
fying for the National Academy of Sciences. He is currently direct-
ing a series of studies centered on Government measures to encour-
age entrepreneurship and support the development of new tech-
nologies.

Followed by Mr. Gene Watson, a consultant to the University of
Wyoming Research Office, and director to the Wyoming SBIR/STTR
Initiative.

And then we have Dr. Mike Squillante, who is currently vice
president for RMD.

And finally we have Mr. Tom Bigger, who has been serving as
president/chief executive officer and director of Paratek Pharma-
ceuticals since 1999.

We welcome all of the panelists. We ask you to summarize your
statement within 5 minutes and we will incorporate the entire
statement in the record.

And we will begin with you, Mr. Thorson. Welcome.
Mr. THORSON. Thank you.
Chair SNOWE. Thank you.

STATEMENT OF THE HONORABLE ERIC M. THORSON, INSPEC-
TOR GENERAL, U.S. SMALL BUSINESS ADMINISTRATION

Mr. THORSON. Chair Snowe and distinguished members of the
Committee, I appreciate very much being invited today to discuss
our concerns regarding the award of Government contracts to small
businesses.

I am appreciative of the assistance I have had of several of my
staff behind me, particularly of our summer intern, Jessica Smith,
who is making her first visit to the United States Senate, and we
appreciate very much the opportunity for her to attend a hearing
of this important Committee.

The Small Business Act establishes a goal of awarding small
businesses to not less than 23 percent of the total value of prime
contracts issued Government-wide each year. The Act further rec-
ognizes SBA’s advocacy role for small businesses and directs the
SBA, in essence, to take all reasonable steps to promote opportuni-
ties for small businesses.

However, as discussed in our report of SBA’s top management
challenges, flaws in the procurement process have allowed large
companies to receive small business awards and agencies to receive
small business credit for contracts performed by large businesses.
My remarks today will focus on several problems affecting Govern-
ment contracting opportunities for small businesses.

First, regulatory loopholes are allowing large companies to per-
form small business contracts. Studies have found that agencies
count towards their small business goals contracts performed by
companies that have either been acquired by large firms or have
outgrown small business size standards after obtaining the con-
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tract, but are exercising subsequent options or task orders as small
businesses.

This is a serious issue for two reasons. First, legitimate small
businesses lose out on important contracting opportunities. And
second, policy makers are deprived of accurate information needed
to assess the effectiveness of those policies.

Although the extent of such over reporting is really unknown, we
believe the problem to be widespread. Another problem relates to
multiple award contracts, under which agencies may obtain small
business credit for using a firm classified as small, even if the firm
is not designated as such for all of the procured goods or services.

This is contrary to SBA regulations, which require that a con-
tractor meets a size standard for each product or service for which
it submits an offer.

A second issue involves large companies fraudulently obtaining
small business contracts or using small firms to hide the fact that
a large business is actually performing the work. In the past 5
years, we have opened 69 cases involving Government contracting
fraud and have obtained 24 criminal fraud convictions resulting in
fines, restitutions, and settlements of over $17 million.

However, we have yet to obtain criminal prosecution of a large
business for misrepresenting its size status in order to obtain a
small business contract. One reason for this is that prosecutors are
reluctant to accept cases where it is difficult to show a financial
loss to the Government.

Unlike where a contractor has falsified invoices, in many cases
of small business contracting fraud, the Government paid for and
obtained a particular good or service that it sought to procure. The
fraud occurred in how the business acquired its contract, not in its
execution.

Nonetheless, there is a definite programmatic and societal loss.
A company that obtains a small business contract under false pre-
tenses deprives the contracting opportunity for a legitimate small
business.

Another issue involves contracting officer error. Efforts to bring
to prosecution cases of small business fraud have been undermined
by contracting personnel at Federal agencies who do not comply or
are simply unfamiliar with small business contracting require-
ments.

Finally, there are the problems with the accuracy of the database
used to develop and report Government-wide statistics to Congress
on small business awards. We have received various complaints
about large businesses being reported as receiving small business
awards.

Sometimes, the problem is related to a small business acquired
by a large business, or a small business that subsequently grew
large. But often it resulted simply from errors in entering informa-
tion into the database.

So, what can be done to address these problems? To its credit,
in 2003, SBA did issue a proposed regulation to require contractors
performing on multiple award contracts to annually recertify their
small business size.

We believe that this would provide a significant control over the
accuracy and integrity of small business contracting. However,
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while SBA has since issued final regulations regarding agencies ob-
taining recertification as to size when a contract is sold to another
company, it has now been more than 3 years since the proposed
rule on annual certification has been issued. This rule needs to be
finalized. Alternatively, Congress could amend the Small Business
Act to require annual certification.

SBA has also submitted proposed legislation recommended by
the OIG to clarify that it has the authority to debar a contractor
for size misrepresentation. This is important because in a recent
case the agency was reluctant to proceed with the debarment, be-
cause it was uncertain whether it had the necessary authority to
do so. We urge Congress to enact this proposed legislation.

Congress could establish other control processes within SBA. For
instance, legislation could create an office to monitor contract in-
tegrity, including determining whether procurement agencies are
complying with small business contracting requirements, and
whether the agencies are accurately reporting those goals.

For our part, in order to ensure that all opportunities are pur-
sued to help small and disadvantaged businesses obtain Govern-
ment contracts, the OIG will continue to challenge SBA to improve
Government-wide compliance with the goals of small business con-
tracting, to aggressively pursue prosecutions and debarments
where warranted, and to seek creative and effective ways to en-
hance the ability of small business to work with the United States
Government.

This concludes my remarks, and I look forward to answering
your questions.

[The prepared statement of Mr. Thorson follows:]
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Chair SNOWE. Thank you very much.
Mr. Wynn.

STATEMENT OF JOE WYNN, EXECUTIVE OFFICER, TASK
FORCE FOR VETERANS’ ENTREPRENEURSHIP, VIETNAM
VETERANS OF AMERICA

Mr. WYNN. Good morning ranking member, Chairman Snowe,
and other members of the Committee.

Let me first say what an honor it is for me to have the oppor-
tunity to come before you today to share some of the collective
views of thousands of veterans and service disabled veteran owners
on the topic of Federal contracting and procurement.

Though my time of service was many years ago, I still have very
vivid memories of the military experience. For those that swore
that oath to protect our freedoms here in America from enemies
both domestic and abroad, to what do we owe them for their serv-
ice? And especially those that returned with loss of limbs and other
disabilities.

Though I was fortunate and not commanded to report to combat
zones like Iraq and Afghanistan, I do share in the experience of
many men and women who survived. I still remind myself if not
for the grace of God, go I.

Over the years, there have been many good laws passed in rec-
ognition and support of those that served, but it was not until the
drafting of the Veterans’ Entrepreneurship and Small Business De-
velopment Act of 1999 that Congress found that: ‘‘Veterans of the
U.S. Armed Forces have been and continue to be vital to the small
business enterprises of the United States; they often face great risk
to preserve the American dream of freedom and prosperity; that too
little has been done to assist veterans, particularly service disabled
veterans, in playing a greater role in our economy; therefore, the
United States must provide additional assistance and support to
veterans to better equip them to form and expand small business
enterprises thereby enabling them to realize the American dream
that they fought to protect.’’

While the framers of 106–50 did a good job of laying the founda-
tion for a program to assist veterans interested in starting or ex-
panding the owners of small businesses, it was not until the Vet-
erans’ Benefits Act of 2003, Section 308, that a Federal Procure-
ment Program for veterans was actually created. Under Section
308, contract officers were given the authority to restrict competi-
tion to service disabled veterans.

But even with the foundation of a great program and a new con-
tract vehicle, it has taken an executive order from the President
and follow-up letters from a member of this Committee to get agen-
cies to start implementing the laws.

As we approach the seventh anniversary of 106–50, many mem-
bers of the veterans business community are still hopeful that in-
stitutions, programs or agencies created or directed to assist them
will effect positive results. But while the VA Center for Veterans
Enterprise has been progressing in its data collection and assist-
ance efforts, the SBA seems to be declining in its support.

There have been seemingly very little resources directed toward
assisting veterans with Federal contracting. Few contract awards
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have been given to service disabled veteran-owned businesses. A
strategic plan that has yet to be completed and the operation of an
office to assist veteran business owners with a staff of one, which
only lasted for about 1 year.

Even the SBA Office of Veterans Business Development, also cre-
ated under the legislation, has reportedly received limited re-
sources to provide assistance to educate veteran, business owners
deployed with the Guard and Reserves.

(We support Senate Bill 1014, Supporting our Patriotic Busi-
nesses Act of 2005, introduced by Chairman Snowe of this Com-
mittee.)

And in another creation of the law, the National Veterans Busi-
ness Development Corporation, after more than $12 million in ap-
propriations over 5 or 6 years, and four leadership changes, it is
still struggling to create an identity and make a difference in the
lives of veteran business owners.

Agencies and large prime contractors have yet to meet their 3
percent mandatory goals for procuring goods and services from
service disabled veterans. One of the biggest impediments to in-
creasing contracts to service disabled veterans is the ‘‘Rule of Two.’’
Contracting officers are frustrated with the difficulty of awarding
procurements directly to service disable veterans. They would like
greater discretion in selecting service disabled veterans to meet
their agency’s goals.

Some recommendations, eliminate the rule of two. Under the rule
of two, service-disabled veterans suffer, the Government agency
loses the opportunity to meet its goal.

Create a level playing field for the veteran business owners.
Make the order of priority for contracting among 8(a) and HUB
Zone and service disabled vet programs equal, and tell contracting
officers that they shall use service-disabled veterans.

Do not include service-disabled veterans in the 8(a) program. The
8(a) program was created to help compensate for more than 100
years of wrongful discrimination and exclusion of minorities from
the full benefits of American society, including the Federal market-
place.

The service disabled vet program is intended to be inclusive of
any American, regardless of race, who served in this country’s
Armed Forces, Guard, or Reserves. The service-disabled program
should retain its own identity for those who have borne the battle.

Require agencies to recognize the collective past performance of
service disabled vet teaming when they partner with other pref-
erence groups. This will help to expand and develop the pool of ca-
pable and qualified businesses.

Small business subcontracting plans submitted by large prime
contractors should be monitored more closely. Liquidated damages
or the elimination of future contracts should be enforced for those
companies that fail to demonstrate a good faith effort to comply
with the plan.

Also, extend the provisions of the proposed HR 3082 to allow the
VA to establish a certification process for service-disabled veterans.

Let’s provide a price evaluation preference of 10 percent for serv-
ice disabled vets, in acquisitions conducted using full and open
competition.
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Direct the use of mentor/protégé programs in all Federal agen-
cies.

Require SBA to fully utilize its Prime Contracts and Subcon-
tracting Assistance Programs that already exist now, and increase
the number of procurement marketing reps and commercial mar-
keting reps.

And finally, increase the Government-wide small business goals
from 23 percent to 28 percent. Why can’t small businesses have a
bigger piece of the pie? Wouldn’t that really help more American?

Again, thank you for the privilege to come before you and share
these views. This concludes my statement, and I respectfully re-
quest that my written statement be submitted for the record. And
I stand ready to assist you.

Chair SNOWE. Without objection, so ordered. And that will be
true for all of the panelists, as well.

[The prepared statement of Mr. Wynn follows with an attach-
ment:]
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Chair SNOWE. Mr. Sims.

STATEMENT OF STEVEN SIMS, VICE PRESIDENT, FIELD OPER-
ATIONS PROGRAM, NATIONAL MINORITY SUPPLIER DEVEL-
OPMENT COUNCIL

Mr. SIMS. Good morning, Chairman Snowe, ranking member
Kerry, and other members of Senate Small Business and Entrepre-
neurship Committee.

Realizing how tough it is to stay within this 5-minute timeframe,
I am going to try to be as brief as possible.

For those of you that are not aware, the National Minority Sup-
plier Development Council is a 34-year-old organization established
by corporation America to provide access and opportunity for racial
and ethnic minority groups to do business with corporations.

We have most of the Fortune 1000 as members of our organiza-
tion.

Steve Rineman, chairman and CEO of PepsiCo, is the chairman
of our board.

John Patterson, vice president of worldwide sourcing for IBM, is
our vice chair.

And we provide services to our corporate members and to our
16,000 certified minority businesses through a network of 39 local
operations councils around the country and in Puerto Rico.

We are finding an increase in the number of corporations joining
NMSTC, even in light of the mergers and acquisitions because of
what they perceive is the value that we bring to the table.

I would like to spend a brief time talking about five observations
regarding the Small Business Association. I was at the hearing last
week when you talked to the SBA administrator nominee. I do
hope that, as he mentioned, his tenure will be a change, and a
change for the positive for small minority businesses.

First issue, contract bundling continues to be a serious challenge
to the survival and growth of minority businesses. Not one Federal
contract has been unbundled in the 18 to 24 months since the
President proclaimed support unbundling Federal contracts. And a
GAO report came out saying that there has been no evidence of
cost savings resulting from contract bundling.

Procurement opportunities, as reported by Federal agencies point
to less, not more, utilization of small minority businesses. I agree
with Senator Kerry that the goals have not been reached over the
last 5 years. The bulk of procurement opportunities are going to
smaller and smaller contractors. A number of the contractors that
tend to be larger and larger companies.

A personal issue I have is certification of minority businesses.
For years, we have accused SBA of their program of 25 percent of
their businesses being front companies. And because it is not mon-
itored or managed, they have not been able to refute that.

The failure of monitoring their database and utilization of self-
certification process provides front companies ample entree into
this program.

And the chaos and turf wars that exist among the folks at SBA
is also a barrier that restricts and retards the efforts of the agency
to serve minority small businesses.
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Minority businesses are the fasted growing minority, and
women-owned businesses, are the fasted growing area of small
business, which purports to be the engine driving America. And I
do not understand, if that is the case, how we can provide a census
of these critical businesses only once every 5 years, and then delay
another 2 years while the information is being compiled and ana-
lyzed before it is released to the public. There is no private corpora-
tion in America that would wait 7 years to ask its customers how
it is doing and what it needs to change.

Focusing on recommendations, Federal agencies need to be
unbundled. But not only focus on unbundling, but then focusing on
increasing capacity.

Secondly, SBA needs more tools and procedures which makes
identification and contracting with small minority businesses easi-
er and not more difficult. SBA needs a reliable, proved certifying
body for minority businesses. What it has does not work. I have of-
fered to debate whoever is in charge of certification at SBA. It has
not worked. It will not work the way it is set up.

SBA needs leadership with strong business acumen and, looking
at Mr. Preston’s background, hopefully he will bring that business
acumen and leadership to the fore. The economic realities require
at least a biannual, at minimum, survey of minority and women-
owned businesses so that we can see what their issues are, what
their challenges are, and what their successes are.

Two items not referenced earlier that I would like to talk about
is encourage SBA to continue its effort to establish a disaster re-
sponse plan which is grounded in reality and utilizes organizations
and procedures that promote small minority business participation
with a focus on local content making local businesses and individ-
uals involved in the process.

And the other thing is, given the amount of money that is going
down for the rebuilding effort, it seems to me the nature of the dis-
aster requires something being done outside the usual methods.
And the notion of greater transparency to make sure that the
money given by the Federal Government to the States and the
counties, et cetera, are actually going where it is supposed to go.
And all individuals and communities are participating.

Since the tragedy did not exclude anyone based on race or ethnic
characteristics, then the clean up and rebuilding should not either.

Finally, we wrestled on the minority business side with this issue
of venture capital participation, and maybe in the question and an-
swering, I could talk a little bit about how we addressed that and
to continue to allow minority businesses to play in the game.

Thank you.
[The prepared statement of Mr. Sims follows:]
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Chair SNOWE. Thank you, Mr. Sims.
Dr. Wessner.

STATEMENT OF DR. CHARLES W. WESSNER, DIRECTOR FOR
TECHNOLOGY, INNOVATION, AND ENTREPRENEURSHIP, NA-
TIONAL RESEARCH COUNCIL, NATIONAL ACADEMIES OF
SCIENCE

Dr. WESSNER. Thank you, Madam Chairman. It is a pleasure to
have the opportunity to address your committee today, and I would
like on behalf of the National Academies to take a somewhat more
conceptual approach to the SBIR program. One of the things I
would like to talk about is how the SBIR program works and try
to impart a better understanding of early stage finance in the
United States. I want to talk a little bit about the Valley of Death,
the role of SBIR in crossing that valley, and the expectations we
should have for such a program.

As all of you I am sure believe, markets are very good and very
powerful institutions. They are certainly better than the alter-
native. That said, they are not perfect, and one of the things that
is very important to keep in mind is that investors have less than
perfect information.

What I want to address is why do we have this program, and I
think that can be very instructive for some of the issues that will
be raised in the rest of the discussion.

We have what our economist friends call ‘‘asymmetric informa-
tion.’’ I asked one of my colleagues, a leading economist by the
name of David Audretsch, what he meant by asymmetric informa-
tion, and he said, ‘‘Well, it means, Chuck, that it is often hard for
small companies to get money.’’ And that is, in fact, why we have
the program.

A point to keep in mind is that the development of new tech-
nologies within our national economy is not automatic. The rest of
the world has understood that point. They are taking measures to
attract and develop new industries while in this country we are
rooted in myths about how the United States has developed only
through market actions. The rest of the world is taking an infi-
nitely more practical results-oriented approach, what I would actu-
ally call a ‘‘practical Yankee approach’’ of the sort that helped de-
velop our country.

Next, please.
This Valley of Death is what the new entrepreneur encounters.

Now, forgive me for this simple approach, but sometimes pictures
represent a thousand words, and I do not have the time for the
thousand words, nor do you have the patience. But the key thing
is we are putting about $132 billion in Federally funded research
each year. We are spending only about $2 billion, unless you want
to add in the $140 million Advanced Technology Program, to get
the results of the research across this valley and into the market.

Now, you may think, well, don’t we have venture capital? Won’t
the venture capitalists take care of that? Well, if you ask some pol-
icy people here in Washington, they will say it will. But if you ask
the venture capitalists, you get a rather different answer. Now,
why is that? Next, please.
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Well, the point is that although our venture capital markets are
the best in the world, they are broad and deep, they nonetheless
have limitations. Venture capitalists actually have very limited in-
formation on new firms. They are also prone to fashion. There are
herding tendencies, as any of you who have witnessed the dot-com
boom would remember. Things that are really good ideas, like
Google, are not always obvious at the concept stage. Keep in mind,
Google tried a number of venture capital firms, firms that refused
to fund them (to their infinite regret), before they finally found one
that would invest in them. My point is simply that these invest-
ment decisions are not so obvious either in the private or the public
sector.

So the point is that the venture capital market often lacks infor-
mation on potential information and is not focused on early-stage
firms. Next, please. And if you look at this breakout, less than 3
percent of the $20-plus billion goes to early-stage investments—and
there are only about 3,000 deals overall. So, in fact, the SBIR pro-
gram plays a really critical role in providing initial start-up fund-
ing. I think some of the gentlemen next to me who have actually
started firms would affirm that it is your first million that is the
hardest money to get. It is that first financing you need, to prove
the viability of your ideas and that is the role that SBIR plays.

Now, one of the other things I would like to talk about—next
chart, please—today is what role the SBIR concept plays in the
U.S. innovation system as a source of finance for new ideas and
new companies. What we need to avoid is the old slogan that ‘‘It
is not the Government’s role to be picking winners and losers.’’
With all respect, that is one of the most mindless expressions that
we have on these topics. The irony is that the Government actually
is quite good at picking winners. The losers will take care of them-
selves. Early-stage technology awards are a lot like shooting bas-
kets.

The point of SBIR is that the Government has needs, and then
the companies come up with ideas to meet those needs, whether it
is an idea to solve the problem of potential bioterrorism, whether
it is an idea like the Silver Fox that we have in use in Iraq today.
A Silver Fox is a very inexpensive—running at $40,000 to $60,000
for a drone that is effectively supporting our troops.

The set-aside funding—and I commend you, Senator Snowe. As
a Congressman, you supported the idea of using a set-aside so that
we have a reliable stream of funding for this program. It is one of
the attributes of SBIR that has attracted attention around the
world.

I should just point out in a parentheses that while we debate
whether we should be doing these things, Senators, the rest of the
world is copying the program, often with larger awards. It is impor-
tant to keep that in mind, that we do not live in a world where
we determine the frame of competition. The rest of the world is de-
termining what that competition will be.

One of the things that is really important about this ingenious
program is it has tremendous flexibility. It does not use a one-size-
fits-all approach. Each agency’s management gets to administer the
program in the way they think best meets their needs.

Next, please.
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Now, when we talk about what the program should be accom-
plishing, I am tempted to ask, Compared to what? What exactly
should we be expecting from this program? If you look at
biopharma, these are the big guys, lots of smart people, large num-
bers of people, billions of dollars put into new drug development,
and you are all familiar, I trust with the dreadful X, the one that
shows the cost of drug development going up dramatically and the
one that shows results going down dramatically. So pharma has
trouble getting new ideas developed and into the market. Because
of this, you will hear, I think, later on, the importance that pharma
attaches to these new SBIR-funded companies.

How about private venture capitalists? I enjoy the joke, Madam
Chairman, that, you know, the Government cannot pick the right
company for awards, but the venture capital industry can. They
bring the best and the brightest together; and they succeed 2 out
of 20 times while those poor dumb Federal bureaucrats can only
succeed 1 out of 10. So you see the difference.

[Laughter.]
Dr. WESSNER. The point is that what we have to keep in mind

here is what are the realities of early-stage finance. We have to
recognize that there is a high skew in outcomes, that there will be
few genuine mega successes, but those mega successes are abso-
lutely important. During questions, if you wish, I can describe what
some of those successes are.

In addition to a few major successes, there will be a lot of just
good work done with the SBIR awards. There will also be projects
that do not succeed. But, you know, we learn from failure. Knowing
that this is not a successful line of inquiry tells the Government
you do not want to put hundreds of millions of dollars on this idea.

Dr. Irwin Feller, a distinguished economist who is on our team
of some 20 researchers looking at this program, describes the pro-
gram as ‘‘a low-cost, technological probe.’’ It actually does lots of
other things, but that is one very apt description.

So I think what we need to do is to bring realistic expectations
to what constitutes success for the SBIR Program. At the same
time, we should recognize that the rest of the world thinks that
this is one of the best U.S. programs. Countries as diverse as Swe-
den, Taiwan, Korea, the Netherlands, Finland, and the United
Kingdom have all emulated this program, sometimes quite directly,
and they are doing many other things to support high-tech compa-
nies. I appreciate the opportunity to appear before you, Senator,
and I look forward to discussing our report with you in the future.

Thank you, Madam Chairman.
[The prepared statement of Dr. Wessner follows:]
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Chair SNOWE. Thank you, Dr. Wessner. That was a very inter-
esting presentation, and it certainly speaks to the value of the pro-
gram that we obviously, as you say, should be building on.

Mr. Watson?
Senator KERRY. Sounds like you have already done your report.
[Laughter.]
Dr. WESSNER. Well, we have done these, sir.

STATEMENT OF EUGENE WATSON, PROGRAM MANAGER,
WYOMING SBIR/STTR INITIATIVE

Mr. WATSON. Well, thank you, Chuck, and I rest my case.
[Laughter.]
Mr. WATSON. However, I will take up my 5 minutes. Although,

as Senator Enzi has said, I am a consultant to the University of
Wyoming Research Office, the observations and opinions I am
going to express today are my own.

I appear before you as a confessed but unrepentant serial entre-
preneur. Over the past five decades, I have participated as a found-
er in the formation and launch of eight technology-based start-up
companies, the most recent three receiving seed capital from the
SBIR program.

I have a short list of recommendations to further improve the
program, including Senator Vitter’s and Senator Bayh’s proposals
to increase the funding over the next 5 years, and adjusting the
aware guidelines to keep pace with inflation. But due to time con-
straints, I will limit my comments to two critical areas: one is the
effect, and the other is the cause.

It is my conviction that a major threat is looming on the horizon
in the form of S. 1263, the Save America’s Biotechnology Innova-
tive Research, or SABIR, Act. This proposed legislation has been
characterized by a former chief counsel for advocacy at the Small
Business Administration as the first effort in the 53-year existence
of the SBA to redefine ‘‘small business’’ to include large busi-
nesses—an ominous slippery slope indeed. S. 1263 is devised solely
to benefit businesses owned and controlled by large venture capital
organizations, permitting them for the first time to participate in
the SBIR program—in my opinion, a devastatingly bad idea. It
abandons Congress’ core definition of a small business established
over a half-century ago, to wit: ‘‘A small business is one that is
independently owned and operated.’’ Dozens of Federal laws and
regulations are based on this clear and concise concept. Once an ex-
ception to this longstanding common-sense principle is adopted,
others will surely follow.

Further, the assertion that innovative biotechnology R&D is
threatened and needs to be saved is unsupported. Total public and
private biotechnology R&D spending this year will approach $100
billion. Contrasting this amount with the 2006 SBIR budget of $2.2
billion reveals the futility of assigning the role of savior to the
SBIR program, even were one needed.

But there is more. The implication that the SBIR program has
been off limits to venture capital is just wrong, as untrue as the
widely circulated misrepresentation that VC-owned companies, pre-
vious SBIR eligible, are now disenfranchised. With all due respect
to those of differing views, let me be very clear. Companies owned
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and controlled by large organizations, including venture capital
companies, have never been eligible for the SBIR competition.
Companies with minority venture capital backing, however, have
always been eligible, and a recent GAO report reveals that since
2002, an increasing number of SBIR awards have been made to
these VC-backed firms. At NIH, such firms generally receive larger
awards and a larger total share of SBIR funds. And VC-backed
firms are receiving an increasing share of NIH’s total SBIR dollars,
up from 14 percent in fiscal year 2001 to 21 percent in fiscal year
2004. Clearly, SBIR funding for VC-backed companies, at least at
the NIH, is robust and growing.

This trend, however, raises troubling issues. In many respects,
the goals of the SBIR program are at odds with the priorities of the
typical venture capital organization. SBIR provides seed capital to
high-risk start-up companies, whereas VC investments are risk
averse. And although often professing to be the funding source as
the start-up gazelles of tomorrow, the facts tell a different story.
According to the PricewaterhouseCoopers Money Tree report, over
the past decade VC investment in start-up companies has gone
from 20 percent to less than 2 percent.

Equally troubling to this rural-State resident is the geographic
concentration of VC investments. Money Tree reports that in first
quarter 2005 nearly 60 percent of VC funds went to two States—
California and Massachusetts, as we have heard from Senator
Kerry. Ten States received 85 percent, with 15 percent shared by
the remaining 40 States. Fourteen States received no venture cap-
ital whatsoever. I note that 10 of the 18 members of this committee
represent States receiving either only one or no VC investment
during this period.

From these data, it is clear that as VC participation increases,
the little guys, especially those from rural States, will be crowded
off the playing field. SBIR is, after all, a zero-sum game.

The tensions between SBIR and venture capital are numerous.
Venture capital is risk averse; SBIR is indifferent to risk. Venture
capital is inaccessible to start-ups; SBIR is congenial to start-ups.
Venture capital is impatient; SBIR has no time constraints. Ven-
ture capital is geographically and demographically selective; SBIR
has no geographic or demographic bias. Venture capital is tech-
nology focused; SBIR is open to all innovative concepts.

Given these polar opposites of missions and priorities, it is clear
that the goals of the SBIR program will be seriously compromised
by allowing unlimited access to VC-owned and -controlled firms, a
serious, unintended consequence of adopting the SABIR legislation.

Now, as to cause, it is my firm belief that the issue of allowing
VC-owned companies unlimited access to SBIR funds has its ori-
gins in the recently established practice at the NIH of exceeding
award guidelines, often by millions of dollars. An important compo-
nent of the genius of the SBIR program is to provide award
amounts sufficient to enable small businesses to develop their inno-
vative concepts while at the same time capping the awards at a
level below the threshold of interest of large organizations, such as
venture capital companies. That this strategy was effective is
proved in the breach. Only when NIH award levels began to rou-
tinely exceed the legislative guidelines did SBIR funding become a
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target of VC-owned and controlled companies. Awards exceeding
the guidelines now account for more than 70 percent of the NIH
SBIR dollars.

I strongly urge this committee, through its oversight function, to
work with the SBA and the NIH to bring SBIR awards back into
compliance with the legislative guidelines. Doing so will resolve
critical issues that are before this committee today.

Thank you, Madam Chairman, for allowing me to speak.
[The prepared statement of Mr. Watson follows:]
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Chair SNOWE. Thank you, Mr. Watson.
Dr. Squillante.

STATEMENT OF DR. MICHAEL SQUILLANTE, CHAIRMAN,
SMALL BUSINESS TECHNOLOGY COUNCIL, NEW ENGLAND
INNOVATION ALLIANCE

Dr. SQUILLANTE. Thank you, Madam Chair, Senator Kerry. I ap-
preciate the opportunity to speak at the committee this morning.
I am kind of nervous. This is my first time doing this, it is cer-
tainly exciting.

I am vice president of research at Radiation Monitoring Devices,
Incorporated, in Watertown, Massachusetts. At RMD we perform
research on nuclear, biochemical, optical, and magnetic sensors,
and we manufacture products based on these sensors. In the last
few years, we have begun to apply our high-performance sensors to
homeland security applications.

I am also the chairman of the SBTC, and it is the SBTC that I
am representing here today. SBTC is the Nation’s largest non-prof-
it organization for high-technology businesses. It is a council of the
National Small Business Association, which is the oldest advocacy
organization for small businesses in the country, which serves over
150,000 companies. Since its founding in 1995, SBTC has been very
involved in SBIR issues. More than 300 current members of SBTC
have received SBIR awards. No other organization represents more
SBIR companies than SBTC.

SBIR has been extremely successful. Over the past 25 years, it
has yielded over 45,000 patents, tens of billions of dollars of eco-
nomic activity, and has solved thousands of technological problems
for Federal agencies. The technologies that are invented and devel-
oped under SBIR are saving lives on the battlefield and saving
lives in the operating room. Technologies are improving the quality
of life of many millions of Americans.

Today, more than half of the scientists and engineers employed
in the private sector are employed by small technology companies.
And as mentioned by Chair Snowe, they produce 13 times more
patents per employee than the patent-producing large corporations.

It is this tremendous success of SBIR which brings me here
today. It is an important program, it is working, and we need to
keep it working in the future. Congress recognized the need to sup-
port small companies which have the flexibility, the talent, the in-
novation, and the creativity to solve problems when it enacted the
SBIR law 25 years ago.

Also, in regard to the SBIR, I would like to take the opportunity
and SBTC would like to take the opportunity to thank you again
for further improving the SBIR program with the pilot program,
which is already having an effect in trying to improve the transi-
tion of technologies into use by the Department of Defense.

Also, as was mentioned, the reauthorization is coming soon. This
meeting will be a good first step to taking stock of the program,
examining what is working well, looking at what needs improve-
ment, and determining what should not be changed in the pro-
gram.

SBIR is successful because it funds—as we have heard, it funds
small, high-risk, high-payoff, early-stage research. It does not try
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to pick the next blockbuster product. It tries to fund innovative re-
search which will solve agency problems.

The SBIR program is transparent and extremely competitive. It
proceeds through the natural path of R&D: a small amount of
funding for proof-of-concept research, further funding for further
development and prototype development, and then finally it moves
on to Phase III and commercialization. It does a good job of pro-
tecting intellectual property rights of small businesses, and it rec-
ognizes the parts of the innovation process that small high-tech
companies do really well.

But I am here because of a serious concern that there are pro-
posals to make fundamental changes in the SBIR program, and the
heart of this is whether or not large venture capital firms will be
allowed to participate in a small business program. There are other
larger program that venture capitalists can participate in, includ-
ing at the NIH, which are larger and have more money than the
SBIR program and which do not have restrictions on the size of the
corporations that participate.

But even in the SBIR program, venture-backed firms are receiv-
ing more than 20 percent of NIH funding. The number is not 0 per-
cent. Currently, venture capitalists of any size that control less
than 49 percent of a firm can participate in the SBIR program. If
the venture capital meets the statutory guidelines of SBA and
SBIR, they can control more than 49 percent.

The proponents say this change is necessary. We disagree. Not
only is this change not necessary, it will have significant detri-
mental effects on the SBIR program. SBIR stands for ‘‘Small Busi-
ness Innovation and Research.’’ The proposed changes will take the
‘‘small’’ out of SBIR, and it will take the ‘‘innovation’’ out of SBIR.

We believe that if these changes are implemented, it will make
awards at NIH less competitive and less transparent. It will under-
mine the character of the Phase I awards as high-risk, early-stage
research. It will also, because of the size of the awards, dramati-
cally reduce the total number of awards that NIH can make, mak-
ing it that much harder. One in 11 Phase I awards are issued now.
It will be much worse if these changes are made. It will inexorably
shift the NIH focus away from new cutting-edge innovation and to-
ward research to solving problems which have mass markets. It
will crowd out many, if not most, of the small life science and bio-
technology companies whose innovations are the key to the future
health of the Nation. It also goes against the strong preferences of
the vast majority of small companies that are participating in the
SBIR program now, including many biotechnology companies.

SBTC had a poll where we polled 2 years’ worth of NIH award
winners, and of those responding, 90 percent were opposed to these
changes.

We do understand that the venture capital firms have an impor-
tant function and do critically important work. SBTC does not
stand for Small Business Innovation Research Council. It stands
for the Small Business Technology Council. We are willing to work,
and we do work with anyone who has an interest in Federal R&D.
We will work with the agencies, we will work the venture capital
firms, we will work with their representatives. But we will not
work with them to destroy the SBIR program.
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For 25 years, it has been the intent of Congress to capture the
talent, creativity, innovation, and flexibility of small technology
companies to efficiently and quickly solve technological problems.
The costs to the Government of a scientist in a small company is
less than 10 percent of the cost of an engineer or scientist at a
large company. It is an extremely efficient, fast way to get research
done.

Again, please do not take the ‘‘small’’ out of SBIR and please do
not take the ‘‘innovation’’ out of SBIR.

Thank you.
[The prepared statement of Dr. Squillante follows:]
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Senator THUNE. Madam Chair?
Chair SNOWE. Yes, Senator Thune.
Senator THUNE. I have a statement I could submit for the record.
Chair SNOWE. Absolutely. Without objection, so ordered. Would

you care to make any comments?
Senator THUNE. No. I just thank you for holding the hearing as

we lead up to the reauthorization, and I thank our panel for their
excellent testimony.

Chair SNOWE. We appreciate it. Thank you.
[The prepared statement of Senator John Thune follows:]

PREPARED STATEMENT BY SENATOR JOHN THUNE

Madam Chair, other members of the Committee, I would like to thank you for
holding this hearing today in anticipation of the upcoming SBA reauthorization. It
is important that, as a Committee, we provide oversight to the many programs SBA
uses to help create and strengthen small businesses across our country.

The programs we are focusing on today are important to our small businesses. Al-
though small businesses employ half of the private workforce and make up 99.7 per-
cent of all employers, they would not get their share of government contract work
without help. The SBA works to ensure that Federal contracts are not only going
to the big guys, but the little guys as well. We need to make sure that small busi-
ness contracting regulations and systems are up to date and effective, but not overly
burdensome. There will always be a handful of bad actors who try to game the sys-
tem, so we need to be vigilant to make sure these contracts are actually going to
the small businesses as intended.

We are also focusing on the Small Business Innovation Research Program (SBIR)
and its effectiveness. I am glad to see that we have a witness from my neighboring
State of Wyoming here today. Mr. Watson, thank you for coming to testify today
about your experiences with this program. Unfortunately, when there are research
and development dollars that need to be invested, rural America is not always the
first place that comes to mind. Although I think people that live outside of the city
limits are often some of the most innovative and entrepreneurial folks we have in
this country, venture capital dollars and R&D resources rarely make their way out
there.

The SBIR program, which reserves a specific percentage of Federal R&D funds
for small businesses, has helped reverse that trend somewhat. It is my hope that
we can come to a consensus on how to best fashion the SBIR program so that it
doesn’t create a chilling effect in the biotech industry. And make sure it does not
further shut out rural entrepreneurs from the already scarce R&D dollars out there.

Finally, I would like to thank all the witnesses for their willingness to testify be-
fore the Committee before we begin the important work of reauthorizing the pro-
grams of the SBA. Your input, along with that of all of our constituents that we
hear from day in and day out, gives us the information we need to make these policy
decisions. Decisions that will hopefully help strengthen America’s small businesses.

Chair SNOWE. Mr. Bigger, welcome.

STATEMENT OF THOMAS J. BIGGER, PRESIDENT AND CHIEF
EXECUTIVE OFFICER, PARATEK PHARMACEUTICALS

Mr. BIGGER. Thank you. Chairwoman Snowe, Ranking Member
Kerry, and members of the Small Business Committee, thank you
for providing me with the opportunity today to testify before you.
My name is Thomas Bigger, and I am the president and chief exec-
utive officer of Paratek Pharmaceuticals. Paratek is a privately
held, venture-backed biopharmaceutical company located in Boston,
Massachusetts. Paratek was founded in 1996 by Dr. Stuart Levy,
a professor at Tufts University School of Medicine, and Dr. Walter
Gilbert, a Nobel Prize-winning professor emeritus at Harvard Uni-
versity.

Paratek’s primary mission is to develop novel antibiotic and anti-
infective agents that overcome the critical worldwide problem of
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bacterial resistance. Today, however, I am here to testify on behalf
of the Biotechnology Industry Organization, BIO, an organization
representing more than 1,000 biotechnology companies like myself,
academic institutions, State biotechnology centers, and related or-
ganizations in 50 U.S. States and 31 other nations. BIO members
are involved in the research and development of health care, agri-
cultural, industrial, and environmental biotechnology products.

As a representative of one of the most innovative, high-growth
sectors of our Nation’s economy, one in which the United States
maintains a global leadership position, my testimony will focus on
the urgent need for reforms in the current eligibility rules of the
Small Business Innovation Research (SBIR) program. Senator
Bond has introduced legislation, Senate bill 1263, the Save Amer-
ica’s Biotechnology Innovation Research Act, which would make the
necessary reforms to the SBIR program. These reforms are essen-
tial in providing early-stage biotechnology companies with the op-
portunity to compete for, as they did for over two decades, and par-
ticipate again in the SBIR program. Without reform, we could seri-
ously jeopardize America’s innovation leadership and competitive-
ness in the global biotech marketplace.

Small biotech companies often rely on SBIR Phase I and II
grants to fund research in areas that most private investors or ven-
ture capitalists will not fund because they consider these areas to
be either too early-stage to fund, too risky from a market oppor-
tunity standpoint, or simply lacking in sufficient commercial re-
turns.

For the first 21 years of the program, the SBA interpreted indi-
viduals to include individual entities or investment groups, as long
as they are majority-owned by Americans. However, in 2001 and
2003, SBA changed the eligibility rules which denies majority ven-
ture-backed companies from participating in the SBIR program.

Paratek has experienced firsthand the detrimental effects of this
rules change. In 2003, due to the changes in the SBIR eligibility
rules, we had to turn down a Phase II grant and shut down a key
antibiotic therapy research program, where ultimately we had to
lay off 10 employees. This program was originally started with
Phase I SBIR grant funding in 2001, and the NIH had urged us
to accept the grant despite the eligibility changes in order to con-
tinue this valuable research.

Some have raised the question that biotechnology companies that
are majority owned by venture capital companies are somehow no
longer small businesses. Nothing could be further from the truth.
Paratek, with 66 employees, is a small business, regardless of
whether we get funding from a bank, from a venture capitalist, or
from individuals. What separates biotechnology companies from
less capital-intensive industries is the sheer amount of money, the
length of time necessary for development, and the required FDA
approvals to bring a product to market. As such, private invest-
ment is not an option. It is an absolute necessity.

It is also critical to make it clear that venture capitalists invest
in biotechnology companies and programs because they hope to re-
alize a return on their investments. These managers invest in a
wide range of companies so as to diversify their risk. Their job is
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managing money, risk, and return, not running a business, and
certainly not running a business to obtain SBIR grants.

As an example, at Paratek the management and individual in-
vestors own approximately 45 percent of the interest in the com-
pany. We have 15 different private investment groups who own at
most 5 percent each. Only one of these firms out of the 15 has a
board seat, and we can safely say that Paratek’s management con-
trols the day-to-day management and direction of the science.

Some have also argued that the recent changes in the SBIR eligi-
bility rules are consistent with the goals of the SBIR program. The
congressional record indicates otherwise. The SBIR statute and its
legislative record demonstrate that Congress intended to encourage
venture financing of SBIR awardees.

Paratek embodies what Congress originally intended with re-
spect to the SBIR program. We employ highly educated and skilled
scientists that would like to make contribution to the treatment of
diseases in areas where there are significant unmet needs, but
where the commercial value is too low to justify private investment
at early stages of research. We believe that we have the technology
that can be put to use in areas such as the treatment of malaria,
filarial disease, anthrax, spinal muscular atrophy—which is a se-
vere disease that affects a small population of children—and other
orphan and niche diseases. However, without SBIR funding to ad-
vance our research in these areas, it is unlikely that we will be
able to pursue potentially compelling treatments. As a result, much
of this innovative technology will sit on the shelf.

So, really, the time is now for this committee to consider and
support SBIR eligibility reform. Senator Bond has introduced Sen-
ate bill 1263. We urge all the members of this committee to support
Senate bill 1263 and to include it as part of the SBA reauthoriza-
tion act this year. SBIR reform is critical now in order that U.S.
biotechnology companies can continue to innovate and remain com-
petitive in the global marketplace.

Thank you.
[The prepared statement of Mr. Bigger follows:]
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Chair SNOWE. Thank you, Mr. Bigger, and I want to thank all
the panelists here today. Obviously, we are addressing an array of
issues as we proceed to the reauthorization of SBA, and as well,
we hopefully will be able to resolve some of the issues here today
I think reflected in your testimonies as well and your varying per-
spectives because these are, obviously, critical programs in the ab-
sence of support for small businesses.

Mr. Thorson, let me just begin with you on the question of con-
tract bundling. Obviously, we have heard your perspective here
today as inspector general. There was a report that was completed,
you know, prior to your taking this position back in March on the
questions, and what you are speaking here today. And last time we
received testimony from the Office of Government Contracting and
Business Development contradicting some of the issues. And I
would like to have you explain to us here today, because I think
it is important. The contract bundling has been a vexing challenge
for the small business community in America. It is problematic to
me on a number of fronts, not the least of which, of course, is that
the SBA has not reviewed these contracts, in spite of what I think
has been said here in this testimony, which they claim that they
have reviewed the preponderance of contracts before they were
awarded. But I think that that is the question as to whether or not
they were actually reviewed at that process or submitted and gone
to OMB and already awarded and, therefore, never reviewed in
terms of their compliance with the bundling obligation.

Secondly, the President did say, you know, 18 months ago, that
there is a huge problem with these contracts and the massive re-
quirements. And it seems to me that agencies have really moved
in a diametrically opposed position. They have now decided to
avoid the requirements of contract bundling by claiming they are
existing modifications or they are indefinite—I guess what you
have described as indefinite delivery contracts and, therefore, do
not qualify as new contracts, as a way of avoiding the whole con-
tract bundling question.

Could you speak to those issues here today? And, also, I would
like to have you tell us what you think we ought to be doing in
the reauthorization, because I do think we should have some severe
penalties in law for those companies, those large companies, you
know, that sort of masquerade as small companies, you know,
using small businesses as fronts for getting access to these Federal
contracts. And we have already had one company, Insight, which
was a multinational, publicly traded corporation for misrepre-
senting itself as a small business for Federal contracts, and it had
a workforce of 4,000 employees and annual revenue of $3.3 billion.
And its predecessor company had been misleading the Federal Gov-
ernment as to their small business status for over 10 years.

How does this come about? And what can we do to resolve these
questions once and for all?

Mr. THORSON. On the bundling issue, first of all, we will take
kind of a simplistic approach to a rather complex issue, and that
is, we know that there were in one case over 200 issues reported
to OMB and about 20 to SBA. Now, the OMB reports are after the
fact, as you pointed out, and in SBA you are reporting it before-
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hand because you are asking for an analysis and, in a sense, per-
mission.

At best, we felt that SBA ought to find out why there was a dis-
crepancy. Clearly, there is something wrong here. The very best
case is people have made a mistake in reporting the bundling, and
I think in their statement they refer to the fact that we do not
know this was bundling. Probably true. But find out. Why not find
out?

And if the IG can go find out and if the OIG can go find out in
a very short period of time to see what was reported to OMB, our
position was that SBA should really do the same.

If it is a matter of an error, then we believe that some education
is required to clear up this process, because there are reports of
bundling that are incorrect.

If it is not an error and those truly were bundled contracts that
were reported to OMB, then we have another problem that is prob-
ably even bigger, and that is, the motivation as to why they did not
come to SBA first. And I think the obvious reason there is they did
not want to have to go through that particular process. We do not
know that, but it is a good guess.

So, again, going back, the simplistic view is our position is that
SBA needs to find out where this discrepancy arose from and why
it is there and what they can do about it.

Chair SNOWE. Well, you know, do these companies have to recer-
tify each time they are submitting a bid? I mean, you know, if they
are going to try to bypass the whole process in one way or the
other, then obviously we have got a loophole and we are going to
have to figure that one out. And the first question, Is there a re-
quirement that they would have to recertify every time they submit
a bid?

Mr. THORSON. Well, the final ruling that SBA has issued is re-
garding companies that are sold to large companies, and at that
point, they must recertify.

Our position is we would like to see annual recertification. We
think that exerts the best control. I do not believe SBA is 100 per-
cent behind that particular viewpoint.

Chair SNOWE. Well, I guess what you are saying is essentially
SBA is not being a strong advocate and certainly not being aggres-
sive on this question, and that is why we have massive inroads into
the current—you know, by large companies or otherwise that have
really eroded small businesses’ ability to even access these con-
tracts.

Mr. THORSON. That is right, and we do believe that there is bet-
ter control over this by enforcing some form of recertification. Our
position is 1 year because that is the tightest. If companies are re-
quired to do that, then it makes it very difficult for them to try and
slip under the wire on some of these other things as other contracts
come up.

Right now I believe the issue is for 5 years, and so for 5 years,
assuming for sake of argument the first contract causes you to
move into the large business category, for the next several years
you are going to be able to continue to bid. And I think that is the
point that was being made by our position on annual recertifi-
cation.
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Chair SNOWE. And why has the rule proposed by SBA language
for 3 years? You know, what are the barriers there? Agencies?
Other agencies?

Mr. THORSON. The one that we referred to that has been 3 years
before?

Chair SNOWE. Yes.
Mr. THORSON. I really cannot answer that. That question is one

that we continue to ask.
Chair SNOWE. To which you have received no answer?
Mr. THORSON. Yes.
Chair SNOWE. Okay. Also, on suspending or debarring companies

from Government contracts based on violation of the SBA procure-
ment size regulation, you have asked Congress to give SBA that
authority. Frankly, I think that this is a direction that we obvi-
ously ought to move and incorporate some of these strong penalties
within law. Yes?

Mr. THORSON. I am sorry. I couldn’t quite hear the question.
Chair SNOWE. Oh, I am sorry. It was concerning—you asked Con-

gress to give SBA the authority to prosecute, to debar companies
who engage in fraudulent activities and disguising, you know, their
status as a small business company.

Mr. THORSON. Right. On the debarment issue, first of all, I think
there is a general reluctance to want to go down that road, anyway,
on behalf of the agency. But the issue really became one of, well,
do we really have the authority at SBA? Or is the procuring agency
the one that needs to pursue that? And then each looks at the
other to follow that path and nothing gets accomplished.

What we are looking for here is a clearance so that SBA truly
has the very clear understanding that they have that authority and
that they can pursue it when it is warranted.

Chair SNOWE. But I gather on some of the—I mean, I think in
terms of the promulgation of that rule, that some of the major
agencies, such as GSA and Defense Department, had objected to it.

Mr. THORSON. Yes. Actually, a lot of the definitions and the regu-
lations and the issues as we read them, really do create an issue
of unenforceability.

If you are looking for a way not to pursue a difficult path—which
certainly these are difficult—they are confrontational. They are
sort of against the general trend of, ‘‘We are supporting the small
business here.’’ They do not necessarily want to get into that role.
It is easy to duck it because of the fact that the regulations really
are such that it is difficult to enforce.

Chair SNOWE. Yes, and I think that we really do have to
strengthen the enforcement one way or the other. I think as your
office indicated and your testimony, over 80 percent of these bun-
dled contracts have not been reviewed. I think that is a startling
statement. Now, they do not try to, you know, disagree with that,
but I think the evidence is in the numbers. And the fact is it illus-
trates that we have got a serious problem and that small business
being denied access to Federal contracts, you know, in many ways
and in many forms.

Mr. Sims, would you care to address this question at all?
Mr. SIMS. I was just going to say I support the notion of recerti-

fying annually. And a parallel in the minority business side, we do
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certification for corporate America, and we have come across these
new constructs of businesses where a major corporation will buy 49
percent of a minority-owned business; therefore, they get 100 per-
cent of every contract they are able to bring in and 49 percent that
the minority business brings in.

We have sat down and put a task force together to look at the
criteria to ensure that these new businesses meet not only the con-
tent of the law but the spirit of the law. And the notion of having
someone come as a front—it is nothing more, nothing less—jeop-
ardizes and threatens the integrity of the entire program. So we
are looking at how do we go about ensuring for minority businesses
that they remain in charge and remain in control of their own des-
tiny. And I think that that is something that may be taken under
advisement and consideration.

Chair SNOWE. I appreciate that, because I think that is a very
critical point as well.

Dr. Wessner, you offered some very interesting testimony and
presentation on the value of the SBIR program, and obviously that
is at the heart of the question here today, particularly the role that
venture capital firms should play or could play in the SBIR pro-
gram. And you illustrated the point in your presentation that large
U.S. venture capital markets are not focused on early-stage firms.
I would like to have each of you address this, because we are trying
to figure out where is the middle ground here, making sure that
we have venture capital firms that can play a role, but at the same
time don’t dwarf, you know, the smaller firms, the individuals, or
the States that do not have large venture capital firms so that it
inhibits their ability to participate in this program.

Mr. Bigger, I know you represent pharmaceuticals, and, again,
pharmaceuticals generally—it is a long-term investment, but gen-
erally it is in the later stages as Dr. Wessner indicated in his state-
ment about the fact that large venture capital firms do not focus
on early-stage development.

Is it possible to create sort of a post-Phase II, you know, that
concentrates perhaps more in-depth to the commercialization, the
potential commercialization of a product and whether or not it
would be able to be brought into market? And it would address
your question, Mr. Bigger, without, I think, intruding on the value
of the program and the essence of it originally and the way in
which it was designed.

Dr. Wessner, do you think that is possible? I mean, do you think
that that would work?

Dr. WESSNER. Thank you, Senator.
Chair SNOWE. If you would answer that question, then we will

defer to Senator Kerry because he has to go to the floor.
Dr. WESSNER. Certainly. One qualification first is that we are ad-

dressing here today the concept, its virtues, and how the markets
actually work. I am sensitive to Senator Kerry’s observation that
our work is grounded in previous analysis that we have before us,
but the report itself is not out.

To answer your question, I can, therefore, only give a partial an-
swer. The Academy is not yet prepared to make a recommendation,
but there are two key points. One is that we have with the agen-
cies, as a result of the interest that they have brought to this pro-
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gram, you have at NSF, for example, a Phase IIB program that
brings in additional funds and a Phase IIB Plus, we like to joke,
not to be confused with Phase III, of course.

[Laughter.]
Dr. WESSNER. But it does seem to bring additional funds for-

ward, and for the Phase IIB and the Plus, they are required to pro-
vide matching private sector funds. So that, I would simply suggest
from our observation, shows one avenue forward.

But if I may, Senator, the most disturbing thing about this de-
bate is that it is characterized by the absence of research and data.
And we have been in discussions with the NIH to try and get a bet-
ter view on what the facts of the matter are. And I would say,
without taking a view of either those who favor venture capital
participation or those who do not, it would be very helpful if we
knew what we were talking about. And I think the program is suf-
ficiently important, the question is sufficiently important that we
should encourage the NIH to engage in some research, which I
think could be done in a fairly timely manner. It is not that hard,
and I am distressed that it has not been done already.

Chair SNOWE. Yes, that is a good suggestion. I know that GAO
did a study but did not evaluate the majority-minority participa-
tion.

Dr. WESSNER. It may not be a surprise to you, Senator, but we
think the National Academies might be more qualified to carry out
that study.

[Laughter.]
Chair SNOWE. Okay. Thank you. Point well taken.
Senator Kerry?
Senator KERRY. Chair Snowe, thank you very much for accommo-

dating me. I apologize to the witnesses, but there is an amendment
on the floor that I need to go and be involved in. Let me press a
couple of quick points, and then I will leave some questions for the
record, if I can.

Mr. Thorson, just coming to you quickly, first of all, thank you
for your testimony and thank you for this oversight, which is im-
portant. Senator Snowe has already gone into the fraudulent com-
ponent, so I will let that stand. But let me address your second
point, the contracting officer error. You say that good cases have
been undermined by contracting personnel at Federal agencies who
do not comply or are just unfamiliar with small business con-
tracting requirements.

Now, how can you be a contracting officer and be unfamiliar with
the requirements?

Mr. THORSON. The small business regulations—well, first of all,
you are correct. But, in fact, we find that there are contracting offi-
cers who deal regularly with very large corporations and——

Senator KERRY. In which agencies?
Mr. THORSON. Well, I hesitate to name any particular ones be-

cause as soon as I do that, I will end up——
Senator KERRY. Well, isn’t that your job? Aren’t you supposed to

name them?
Mr. THORSON. But, there are those who do not know the small

business regulations or the 8(a)——
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Senator KERRY. Well, that is just a fundamental function of lead-
ership. I mean, if you do not—somebody has got to sit them down
and say: Here is the protocol; you do not issue any contract without
checking off this list.

Mr. THORSON. Right.
Senator KERRY. This is pretty simple.
Mr. THORSON. Sometimes it is as simple as exactly that, and

one——
Senator KERRY. But it does not happen. Why?
Mr. THORSON. I cannot tell you exactly why, but I do feel that

part of what we have suggested is——
Senator KERRY. I just find it shocking.
Mr. THORSON [continuing]. That where this happens, the SBA

needs to become involved in some kind of training aspect if this is
really the problem we think it is.

Senator KERRY. Why the SBA? Isn’t each agency responsible for
living up to these standards? You go through a list here, and I ap-
plaud you for it. But listen to this: Agencies accepted bids from con-
tractors on small business contracts even though the contractors
had not certified that they are a small business.

Nobody who does not certify should even get it, period, end of
issue.

Mr. THORSON. Right.
Senator KERRY. It is like going to get a bank loan. Without full

disclosure, you do not get it. I mean, this is—it is sort of—I am sit-
ting here and I am saying, ‘‘What is going on here?’’ Other errors
have included failing to request size certification from a business.

Mr. THORSON. Right.
Senator KERRY. I mean, there just ought to be a fundamental

checklist, and you do not go forward with your application if you
do not check off the list. It seems like there is a willing complicity
in this process, frankly.

Chair Snowe, I think we have got to ask for something more
from the leadership of these agencies and the administration. This
is just unacceptable. This is why it goes on and on and on and on.
Nobody enforces it. Nobody cares. Nobody puts it in place. This is
not a joke.

Mr. THORSON. And this is exactly why we specified these things
in our testimony, because a lot of people, if you talk about these
things, they just cannot quite believe it is that simple that people
cannot follow these particular rules.

Senator KERRY. It is just stunning to me.
Mr. THORSON. And that is exactly why we have put this into the

testimony, because we wanted you to see the kinds of things that
we find.

Senator KERRY. Has anybody been fired for failure to do these
things?

Mr. THORSON. Not that I am aware of.
Senator KERRY. Well, they ought to be.
Senator KERRY. Let me continue through your testimony. You

say, ‘‘What can be done to correct the problems with small business
contracting?’’ You talk about the final regulation. Then you say,
‘‘However, it has now been more than 3 years since SBA issues its
proposed rule on annual certification.’’
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Mr. THORSON. Right.
Senator KERRY. Three years.
Mr. THORSON. In fairness—and this gets back to what Senator

Snowe asked me also—there are a lot of agencies giving input into
this, and this is a very controversial element to——

Senator KERRY. Sir, with all due respect, we cannot take 3 years
to do these kinds of things. This is what drives the average citizen
nuts. This is Washington.

Mr. THORSON. Right.
Senator KERRY. I mean, we cannot do that. Three years to decide

about an annual certification, which is accountability.
Madam Chair, I would like to ask you, I think we ought to ask

for a deadline from the SBA as to when this is going to be either
decided or not decided.

Chair SNOWE. Well, I would concur. I do not think there is any
rationale for it, and GAO has, you know, even indicated it could
improve certification for small businesses every year. It is very sim-
ple.

Mr. THORSON. Right.
Senator KERRY. Finally, you say, ‘‘Congress could also establish

control processes within the SBA.’’ You know, we cannot—are we
going to micromanage? I mean, this is crazy.

Mr. THORSON. Yes, sir.
Senator KERRY. You have to demand this. As the inspector gen-

eral, you have to require that they are going to live up to the
standard, and we in the oversight hearings ought to demand it,
and we ought to have an oversight hearing on this and demand it.
It is just—you know, I have been around here long enough to un-
derstand what can be done and what cannot be, and this is just un-
acceptable. It is a matter of administrative leadership. You bring
your people in, you set the standards, you hold accountability, you
measure the standards at the end of a month, at the end of 2
months, and people who do not meet them do not work anymore
at that agency. That is how you run it.

Mr. THORSON. Yes, sir.
Senator KERRY. And somebody ought to do that.
Mr. Watson, before I have to leave, I thought your testimony was

succinct and very comprehensive, and it was terrific testimony.
And I just want to ask you and Dr. Squillante to debate with Mr.
Bigger here. It may be inadvisable to get into a debate with a guy
by that name, but anyway.

[Laughter.]
Senator KERRY. You described S. 1263 in pretty Draconian

terms. It is going to really undo the system. It is going to hurt. On
the other hand, Mr. Bigger, you say, American competitiveness is
at stake here, we have got a really divergent point of view.

The Chair has appropriately pointed out this later-phase financ-
ing with respect to what VC gets involved in and does not get in-
volved in.

Isn’t there a legitimacy to the notion that SBIR is getting people
starting up and getting them to a point where, if they have got
enough legitimacy and enough credibility in what they are doing,
they are going to get VC money; but that you should not undo that
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already too small a pot of distribution to those entities that need
it by creating competition for VC stage financing.

I am asking that. I am not certain, and I am really trying to fig-
ure this out. But it is hard for me to understand how a company
that can attract $78 million worth of VC investment has enough
credibility to do that but it cannot go to the next tier with the next
product, or whatever it is.

So I want to hear you guys go at it a little bit, if you can.
[Laughter.]
Senator KERRY. I mean, what do you say—you have not re-

sponded to Mr. Bigger’s testimony, so what is your response to his
notion that this is going to hurt American competitiveness?

Mr. WATSON. Well, I understand that there is a problem that the
biotech people have, which is to bring a pharmaceutical product to
market takes tens, even hundreds of millions of dollars. But that
is not a role that the SBIR program is equipped to address or sat-
isfy. And if that is a real problem—and I cannot say whether it is
or not—but if it is real, it needs another solution, not the SBIR so-
lution.

Senator KERRY. And, Dr. Squillante, you sort of argued the same
thing. You agree with that.

Dr. SQUILLANTE. Yes. I think that it is clear that venture capi-
talist firms have a long, expensive road to go, but it is not what
SBIR is about. And it is not the $100,000 and $750,000 awards
that these companies are after. They are after awards that are 10
times that size. They have access to other funding. They can par-
ticipate in SBIR if they own less than 50 percent. If they only meet
the statutory requirements that everybody else in the SBIR pro-
gram has to meet, they can own more than 51 percent. And I agree,
these venture capital-funded firms have a lot of great ideas that
could have an impact on the future health of the citizens of the
country. But so do the eight to ten other small companies which
will be eliminated from the SBIR program for each one of these
very large awards that are awarded.

Senator KERRY. Mr. Bigger?
Mr. BIGGER. Yes, I think what you need to do is really split this

thing up in terms of where venture capital puts their money and
what other research goes on. And I will speak to my own company,
but it goes beyond just my company. I think we are just an exam-
ple.

Venture capital is basically supporting big ideas that they view
as having large market potential, great returns to them as an in-
vestor. There are a lot of other programs. For instance, most of my
money that I have raised for my company has gone to developing
a broad-spectrum antibiotic for the treatment of bacterial infections
that are resistant to current drugs. Okay? That is a huge oppor-
tunity. I have spent probably $50 to $60 million already doing that.
I am going to spend another $250 to $300 million bringing it
through Phase III. So that is where the venture capital money
comes in.

However, there are instances, where my technology actually can
be used in things other than infectious disease. For instance,
tetracyclines now can be use for the treatment of multiple sclerosis.
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We plan on entering the clinic at the beginning of next year with
a potential oral treatment for multiple sclerosis.

How did we find that out? By using grants of $250,000 to
$500,000 to do that basic research, not——

Senator KERRY. Well, let me try to get at this a little bit. First
of all, we are all anxious to go down those avenues of exploration,
and we are all anxious to try to excite as much investment and ex-
ploration in those as possible. This is our future. Life sciences is
one of the most, hopefully, promising job creators and solid parts
of our economic future. But here is the dynamic.

With a small pie to be divided up, is this the best use of that
pie from this particular sector of our Government? Or do we need
to be thinking in larger terms or a different term or, to pick up on
what Senator Snowe said, is there some sort of alternative phase
of financing that we might consider being engaged in and then
pulling out of at a certain point? Is there a different way to skin
this cat?

Mr. BIGGER. I actually believe there is. But I also believe that
there are some real advantages to using a venture-backed company
because there is information that has been developed. You can le-
verage the infrastructure to do things on other projects that typi-
cally would not be funded.

For instance, a lot of the work that goes on in my company, we
were able to do it for $250,000, $500,000 on these grants because
we have leveraged the larger infrastructure that somebody paid
money for from an investment standpoint.

So I think you actually get more bang for your buck when deal-
ing with some of these firms because they have infrastructure, they
can do things that you typically cannot do.

The other piece to this that deals with where the money goes, is
that it does go outside of the Boston and California area, I can tell
you that we had four SBIR grants. Every one of them involved a
university helping us do some of the testing of the drugs (animal
testing and in vitro testing). They were done at universities outside
of Boston. One of them happened to be in Kansas; the other in
Georgia; and one of them was in California.

But, again, there is money that goes into other parts of the coun-
try other than just into these two areas, and it goes through, is
funneled through the companies.

Senator KERRY. Well, I appreciate it, Chair Snowe. Thank you
for you——

Mr. WATSON. Could I add a comment?
Senator KERRY. Yes, sir.
Mr. WATSON. SBIR takes 2.5 percent of the total funding; 97.5

percent is at another door. My recommendation is that they look
to that other door at the NIH, which NIH is the institute that is
affected here. And we have already proposed or we are in the proc-
ess of proposing a compromise solution that goes in that direction.

Senator KERRY. Well, thank you very much, Mr. Watson. We are
interested, obviously, in trying to work this through and be helpful,
and I think Chair Snowe and I would like to see if there is a way
to get a compromise here that does what we both want to do. We
want to excite the biopharma field, and we also want to preserve
SBIR’s ability to work.
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Dr. Wessner, I know you were trying to get a comment in. I am
trying to get to the floor. Competing interests.

I trust, incidentally, when you are talking about Yankee prin-
ciples, you are talking about Maine and Massachusetts, not the
New York——

[Laughter.]
Senator KERRY. Not the New York kind of Yankee.
Mr. WATSON. I think now I can safely say yes, sir.
Senator KERRY. Mr. Wynn, I cannot stay to hear the answer, but

I am interested and maybe you could submit it for the record. I just
really want to know what you think we can do to more effectively
meet the service-disabled veteran procurement goals. I think that
is really important.

Mr. WYNN. By all means, sir.
Senator KERRY. Thank you, sir. I appreciate it.
Chair SNOWE. Thank you, Senator Kerry.
Senator KERRY. And thank you all very, very much. And, Mr.

Thorson, I just want to say, I think what you did—when we asked
those questions of you at your confirmation, whether you are going
to draw the line between yourself and the SBA, I think you did
that in this report, and we really appreciate it. And I think that
is a great start, so thank you.

Mr. THORSON. Well, thank you, sir.
Chair SNOWE. Yes, thank you.
Dr. Wessner, did you want to continue? Did you have any com-

ment to make?
Dr. WESSNER. Yes. If I may, I think the discussion we just had

illustrated a point. You know, how many of these firms actually
have venture capital? And how many of these firms have what sort
of venture capital? And how many of them are working on the
same thing for which they have the venture capital?

I could go on, but I think you take my point. It is just simply
we do not really have a very good grasp of the parameters of this
issue.

Chair SNOWE. You know, it is an interesting question at this
point as to whether or not we defer consideration of any changes
until we can get a factual report that indicates exactly, you know,
what are the numbers, who is participating, you know, how would
it affect the whole program. And I think that is the question.

On the other hand, SBA has made a decision, and, you know, we
are concerned because, obviously, there is a difference of opinion on
this committee. But I do not think it is, you know, so far apart that
we cannot, you know, sort of resolve those issues. And the question
is whether or not we proceed with that now.

For example, Mr. Bigger, on the question of having venture cap-
ital participation, you know, with venture capital companies, not
individuals, what about—as I think even Dr. Zerhouni said at the
NIH, indicated in a letter that just having that requirement, allow-
ing that requirement for venture capital participation, but to com-
ply with the small business affiliation of 500 employees or fewer,
how would you react to that?

Mr. BIGGER. Well, I think if you look at most venture capital
groups, they are relatively small organizations. There are a few
large ones. But in general, they own somewhere between 5 and 20
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percent of a company they invest in, and even if you probably
added up all the people that work in the venture capital companies
that have invested in my company, you probably could not even
come to 500 people, combining the employees of Paratek and all the
investors employees. Venture capital people have a difficult time
within their own firm agreeing on plans and coming up with the
direction they would like to take with a company, never mind try-
ing to convince 10 other venture capitalists to all agree in terms
of the directions of where their company could go.

So I just do not think you can look at a venture investor as a
big company. It is not. It is really individuals within a company
who come and observe board meetings or participate on a board.
It is not an organization of hundreds and hundreds of people, as
venture capitalists are small organizations. And they do not run
my company and their involvement in my company is not very dif-
ferent than they are with some other portfolio companies. They
may have 20 companies in their portfolio, each one having a dif-
ferent area of expertise or whatever the case may be.

Chair SNOWE. Well, but they do have the ability now—I mean,
NIH, for example, has the ability to waive the guidelines. DOD
does. They can go to SBA to waive the guidelines. I think, Mr. Wat-
son, you indicated—isn’t it 70 percent of the NIH grants that went
to——

Mr. WATSON. Were in excess of the guidelines.
Chair SNOWE. Yes, were in excess of the guidelines, have gone

above the guidelines, so there has been that flexibility.
You know, Dr. Wessner is right. We do not have the facts on

what companies and what size and so on, and that obviously would
be very useful in this discussion. But what we do not want to do
is to really undermine the original intent of the program when it
was, you know, established, which was to allow the entrepreneur
the innovation that needs—you need to nurture that, because oth-
erwise that will be overwhelmed if, you know, potentially large
companies can be involved in this process and, you know, change
the form of the program. And it ultimately could. It could change
the whole direction. I think it is a question of where do we find,
you know, the right balance in this program to ensure that you get
both. But at the initial stages, you certainly want the small busi-
ness and you want to be sure that it is not always concentrated in
just a few States across the country. I mean, very few States have
large venture capital firms. You know, my State has maybe one or
two small ones. But most of the, you know, venture capital is con-
centrated in very few States, about 10, as I think Dr. Squillante’s
testimony indicated, that about 85 percent of it in 10 States. That
is a major concentration.

Yes, Dr. Squillante?
Dr. SQUILLANTE. Thank you. And following up on this point, I

think that the question of affiliation and size is an area where we
almost certainly have grounds based on these comments, where we
can move forward on a compromise.

I do want to point out that Senate bill 1263—take for granted
that, let’s say, you need to change SBIR. Let’s assume that. That
is not what Senate bill S. 1263 does. It does not change the rules
on affiliation or numbers. What it does is Section 3 of that bill very
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specifically waives those requirements for venture capital firms.
And to do that is to set special rules for a special group of people,
and that is definitely wrong.

Mr. BIGGER. I think that that is where a compromise could be
reached. I think it is important to understand that, you know, a
lot of the research that is being done by companies like Paratek
and so forth are truly entrepreneurial. You know, they are ven-
turing into areas that venture capitalists are not going to put
money into. And if you look at where venture capital is located, it
is pretty much where all the major money markets of the country
are and the world are. And so you just need to follow the money
and find out where they are going.

But if you attend a biotechnologies annual meeting, you will find
that almost every State in the Union now is trying to attract bio-
technology into their State, and they are very seriously trying to
utilize the universities to do that. And I think it is a great way,
and that is how I think you are going to get some diversity in
terms of where money goes into States such as Wyoming and other
States that do not right now have a lot of venture capital money.

But I think it is unfair to exclude a company, just because you
have venture capital investors. In order to develop a big drug for
different diseases today, it takes a lot of money right from the be-
ginning. And you can literally just by starting a company be over
the 50-percent ownership of venture capital, and you have not done
anything at that point in time.

So I think there has got to be some way to define what the affili-
ation needs to be or that type of thing, and not just make a blanket
rule that says any venture capital backed company that is 51-per-
cent owned should not be that way. Because today, based on the
rules, Madam Chairman, I could license myself as a management
group, can start a new company, and call it Bigger Pharma-
ceuticals, license the technology out of Paratek, and then apply for
a grant back to SBIR, have all the work done at Paratek, then give
a royalty-free license back to Paratek, and no one would be the
wiser. I would be legal in terms of what I did. But I think that is
not what the intent of the law is or intent of what Congress want-
ed.

I think it is important that we somehow compromise as to where
we are and how we can maximize the money that the NIH has
through the SBIR program. How do we maximize that? And I think
it is a win-win for both groups. You know, I think we have a dif-
ference of opinion as to affiliations and venture capital. But I think
in the end we are trying to improve the innovation and where the
United States stands in terms of innovation worldwide.

Chair SNOWE. Well, would you agree with the affiliation require-
ment that they be 500 or fewer, the small business affiliation re-
quirement?

Mr. BIGGER. But, again, how do you define that with multiple
VCs that have multiple companies they invest in—do you combine
all of their portfolio companies employees and say that is the 500?

Chair SNOWE. We obviously would have to come up with a defini-
tion?

Mr. BIGGER. Yes, I think that that is a way to go that would not
penalize some small companies. Paratek is a 66-pension company
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which has had to return three SBIR grants that, believe me, would
not be funded by venture capital—one for the treatment of anthrax,
one for the treatment of malaria, and another treatment for spinal
muscular atrophy. But I have been forced to return the grants. And
I think it wrong that because Paratek is 55-percent owned by ven-
ture capitalists, it does not qualify as a small company.

Chair SNOWE. These are not because of individual investors?
Mr. BIGGER. Yes, 45 percent of my investor base is individuals.

If you look at it in terms of U.S. investors, including VCs and so
forth, I am probably in the 65 percent range. So easily qualifying
for the SBIR, but unfortunately, the 20 percent of the venture cap-
ital is not included because they are not individuals.

Chair SNOWE. Yes, Mr. Watson?
Mr. WATSON. I would like to remind everyone of the longstanding

eligibility requirement that says ‘‘independently owned and oper-
ated,’’ and that has been the criteria. And I think it should stay
that way.

Chair SNOWE. In the Small Business Act, yes.
Mr. WATSON. Absolutely.
Chair SNOWE. Yes. Dr. Wessner?
Dr. WESSNER. Just again a small observation. I think the line of

questioning you have is intriguing. It underscores the need to know
the dimension of the issue, as I have mentioned. But also one of
the points that I think is relevant that we documented in this first
volume is maintaining the flexibility of the program. You may want
to—if the numbers are not large, there may be an opportunity for
the agencies on a case-by-case basis to ask for some exemption. But
that simply illustrates why we need to know more about the di-
mensions of the issue, my point being there may be some happy
middle ground where we could work through that.

Chair SNOWE. I appreciate that. Yes, we try to find them these
days, although not easy.

Dr. Wessner, while we have you here, I wanted to ask you, obvi-
ously you spoke, I think very eloquently, to the value of this pro-
gram and how, you know, other countries are emulating this pro-
gram and possibly go beyond it. The Office of Management and
Budget on their expectmore.gov website indicated that over half of
the SBIR program has not demonstrated results.

Can you speak to that issue at all? Do you think that OMB has
the resources, the expertise to conduct the kind of quality assess-
ment that is required?

Dr. WESSNER. Thank you, Senator. You ask penetrating but com-
plicated questions there. I am not prepared to discuss specific rec-
ommendations of the Office of Management and Budget for reasons
that you would understand. I think the question you are asking is
a perfectly valid one. One of the things that we have documented
here—and I do not mean to be self-serving, but this is the method-
ology that we are employing and it is public.

There is sometimes the risk that an agency takes a view, and I
think institutionally it is important to understand—and this is a
personal opinion, not an Academy opinion—that the Office of Man-
agement and Budget likes a program that is in the budget that it
manages. And the SBIR is not. So I am not sure you can institu-
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tionally expect love and affection from OMB with regard to this
program.

Chair SNOWE. It may not be the exception, either.
[Laughter.]
Dr. WESSNER. If I may, let me just very briefly, if I could, in a

few paragraphs answer your question. One of the things that you
have to recognize when they ask whether there has been signifi-
cant accomplishment is the diversity, first, of what they are trying
to do. Different agencies have different missions. They have dif-
ferent philosophies. They have different types of topics. They have
different roles in the solicitation. And they have different expected
outcomes. NSF is trying to do something dramatically different
from the Department of Defense, and when we find those
grouped—and if I am not mistaken, you may well be quoting from
one of the studies of Defense. So there is this wide variety of
things.

When we say is it commercially a success, well, again, without
trying to—what do we mean by ‘‘commercial success’’? For example,
if a firm comes up with a new and better nuclear trigger, do we
really expect that to be sold widely commercially? Well, probably
not. We would not want to encourage that, I think.

It is important to keep in mind that in some cases you can have
a very significant accomplishment by the program in a Phase I.
They answer the question. In some cases, they can come up with
an algorithm that can have important security accomplishments,
but the $100,000 Phase I solved that, done. There is no commer-
cial—no apparent commercial application afterwards. And that il-
lustrates an underlying problem. We talk about SBIR, but within
the agencies these things are not stamped ‘‘SBIR.’’ As one re-
searcher put out, there is no SBIR shrine either in the agency or
necessarily in the company.

I think one of the points that was illustrated is often a series of
awards go to build a capacity in a company where the company
then does something different than the project. So we can come
along with our researchers: Did your project work? Were there any
sales? No. If we do not ask anything else, he will not tell us, Oh,
but that actually enabled us to do the thing we did succeed with.

I do not want to be, seriously, an apologist for the program.
Things can be improved. But it is very important to understand the
complexity of what we are asking. And if I may just illustrate that
with a recent real experience down in New Orleans with Governor
Blanco, a very distinguished and intelligent State official from Vir-
ginia turned to me just before I spoke, and he said, ‘‘Does this pro-
gram really work, do you think?’’ And then he got up and he want-
ed to talk about the new developments in Southern Virginia by a
company called Luna Innovation—which, of course, was funded by
SBIR. And I think that illustrates the sort of gap that we some-
times get.

You know, ‘‘It is my company, that one worked. But does the pro-
gram work? I don’t know.’’

So that type of thing I think has to be taken into account, and
we will hopefully document it. But sometimes I think emulation, as
I discussed earlier, is the highest form of flattery for a program
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and the fact the rest of the world is doing it may suggest we are
on to something.

Chair SNOWE. And I think you make the point that you have to
measure the original goal, and it is in our interest and the Federal
Government’s interest to encourage and nurture this culture for,
you know, R&D that otherwise the Government cannot do, but to
support it and hope the innovations can be, you know, applied, you
know, whether it is in DOD or elsewhere, Department of Energy
and so on, but in the commercial sector as well, depending on what
it is all about. But I agree with you—or a pharmaceutical. So, I
mean, it is in our interest, and that is not measured, I think, by
OMB. It just looks at the end result of whatever it is but not where
it ends up going or, you know, what was the original purpose.

Mr. Wynn, a final few questions here. On veterans contracting,
do you think that there should be a formal certification for service-
disabled veterans?

Mr. WYNN. Chairman Snowe, that has been discussed among the
veteran business community, and right now it is being supported
by many of them to use the Department of Veterans Affairs to
come up with a certification program for service-disabled-veteran-
owned businesses.

Chair SNOWE. And I think it is unfortunate about dismantling
the Office of Federal Contracting Assistance for Veterans and the
Advisory Committee as well for Veterans Business Development.
So I gather you are recommending that we ought to reverse those
decisions?

Mr. WYNN. Well, we would like to see more Federal contracting
support for veteran business owners out of the SBA, whether it be
that office or now they are talking more about the Office of Vet-
erans Business Development, which had already been there but
had not been providing a great deal of assistance in Federal con-
tracting. So we would like to see more support from there.

Chair SNOWE. Is that what you are recommending, 23 to 28 per-
cent?

Mr. WYNN. Yes, ma’am.
Chair SNOWE. Yes. It may be a challenge, but I understand why

you are recommending it. And I think that obviously we are going
to have to really concentrate on, you know, what has gone wrong,
as a matter of fact, in providing more support for our veterans,
frankly, you know, especially when they return from, you know,
serving in Iraq and Afghanistan, a lot of them small business own-
ers and coming home. We need to provide them the assistance that
they deserve, getting back on their feet and making, you know,
that transition as well.

Mr. WYNN. Could I make a comment on one other thing, too, if
I may? If it is in some way possible to eliminate what we call the
Rule of 2 to provide more ease of contracting with service-disabled-
veteran-owned businesses, we believe that this would really in-
crease the number of contracts awarded to service-disabled vet-
erans. And it should not, in the opinion of many, be very difficult
to do that.

Chair SNOWE. Okay. Thank you.
Mr. Thorson, we just got a response from SBA that e-mailed us

that on the 3-year delay of the rule, they are saying it is because
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the SBA inspector general—obviously not you since you just ar-
rived, so you can breathe a sigh of relief. But what is the issue
here? Because, obviously, we want to get to the bottom of it, and
I think it is going to be absolutely essential that we do. But, you
know, what would be the justification for their suggesting that it
is the inspector general’s office that is delaying the rule?

Mr. THORSON. I am sorry, ma’am. For some reason I am having
trouble hearing you. I apologize.

Chair SNOWE. Okay. The SBA e-mailed us saying that the delay
in the promulgation of the rule, you know, that has been delayed
for 3 years was because it was held up by the SBA’s Office of In-
spector General—not you, of course, because obviously you just ar-
rived, but obviously the previous inspector general.

[Pause.]
Mr. THORSON. Obviously, I was not involved in that at this time

so I am not real sure, but we do circulate those internally. But I
really have a hard time understanding that they feel that we held
that up.

Chair SNOWE. Right.
Mr. THORSON. That is not our position.
Chair SNOWE. So you do not have any idea why they would have

suggested—why the inspector general’s office would have been re-
sponsible for that?

Mr. THORSON. No.
Chair SNOWE. Okay. Well, obviously, we need to get more an-

swers, and I think very aggressively so on these issues. I am very
disturbed, frankly, by the violations of law, the fronting of compa-
nies. We have got, you know, large businesses that are fronting the
small businesses, you know, replete with examples, and also the
fact that people are just, you know, continuously violating fla-
grantly contract bundling. And we are just going to have to get to
the bottom of it. And I think that have strong penalties in law and
setting examples for prosecution is going to be essential. But I am
just very—and even some very well established contractors, you
know, have been named by the GAO as potential beneficiaries of
fronting. I mean, they are fronting small businesses, I mean major
contractors, which I think is extremely disturbing, and it just
shows to me a flagrant violation and dismissive attitude, you know,
about what the rules and regulations, not to mention the statute
requires.

So I am going to explore a legislative solution, and I think that
your office should continue investigations regarding these issues.
And I would do it immediately because we would like to move for-
ward in trying to get to the bottom of it and we are able to make
sure that this does not continue, this pattern of behavior.

Mr. THORSON. Right. And to go back to Senator Kerry’s point for
a minute on the contracting error, when you involve the people
from other agencies, that obviously hinders our ability to go into
that. So we have been working with the other IGs and actually
have created a Small Business Review Guide in order to help the
OIGs of other agencies to be able to look at these situations as
well. And I think that helps to address what Senator Kerry was
talking about as well.

VerDate 11-MAY-2000 16:54 Sep 14, 2007 Jkt 036593 PO 00000 Frm 00136 Fmt 6633 Sfmt 6601 C:\SBA\36593.TXT CELINA PsN: CELINA



131

Chair SNOWE. Well, I agree, you know, and their statement that
they submitted last night says that SBA’s ongoing review of the
underlying is that firms receiving these contracts were legitimate
small businesses at the time of the award but great to be large or
were acquired by large businesses over the life of the contract. And
I am thinking, well, how long is the contract? I mean, that would
all have to happen sort of quickly.

Are you familiar with that argument? Are you, Mr. Sims? Have
you heard that one before?

Mr. SIMS. Yes, I have heard that. But if you think it is bad for
small businesses, when you get to minority businesses it is even
worse.

Chair SNOWE. I can only imagine.
Mr. SIMS. I spent several months with folks at SBA looking at

a third-party certification program. At the end of that 7 months,
somebody was transferred over—and this was in the last adminis-
tration—from the White House, who sat in the room and designed
a third-party certification program on their own with no experi-
ence. And when they had the bidders conference, there were only
two organizations that had certification experience in the room:
NMSDC and WBENC, the Women’s Business Enterprise National
Council. Everybody else was a minority supplier looking at a rev-
enue stream, and the certification program set up by SBA was a
failure. At one point they expected after the first year 30,000 busi-
nesses in their database. They had 3,000. They had to go to the De-
partment of Transportation and get their folks and other agencies
because it was an abysmal failure.

Two years ago, they did another RFP on third-party certification.
Ten days before they applications were due, they pulled it off and
canceled it. And they recently, last year, came up with another
third-party certification attempt. But the only people eligible were
8(a) firms. And so the craziness is that the notion of having one
8(a) firm looking at your financials, looking at your customer base,
and then determining whether you are eligible, that is why I said
there is chaos and turmoil over SBA. And I am not surprised at
the tap dance of saying it is the inspector general’s office that is
holding this up. It is not surprising.

Chair SNOWE. Okay. Mr. Thorson?
Mr. THORSON. It was a little surprising to us.
[Laughter.]
Chair SNOWE. Welcome to your job.
Mr. THORSON. The point that you also made as far as the compa-

nies growing and being recertified as to the issue of 1-year recertifi-
cation is controversial and we know that. I mean, there are posi-
tions that break down politically. There are positions that break
down in any other ways as well. But the truth is, if you use that,
that gives you the tightest rein of control on this. And whether
companies are growing large or not, it really comes down to, with
annual certification, you really do exercise a much better element
of control.

I think it also affects, frankly, some of the errors that we are
talking about, and I keep coming back to Senator Kerry’s question
because I was taken aback by it because it was such an obvious
one. Well, how can you not realize as a contracting officer that
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somebody has not certified one way or another? That was a hard
question to answer. I do not know.

Chair SNOWE. It was too logical, that is why.
[Laughter.]
Mr. THORSON. And so those are the kinds of things that I think

if the certification is required more frequently to the point of annu-
ally, then I think you do eliminate a lot of these things.

Chair SNOWE. I would agree with that. I think that is absolutely
right. I think that is obviously a frustrating point, and I think we
recognize some of the changes that need to be made very shortly,
and I appreciate it. And I know it is frustrating, but I think you
understand the tasks at hand in your department, do you not?

Mr. THORSON. Yes.
Chair SNOWE. That is right. It is a great initiation. But I think

that this is a good way to start in understanding the dimensions
of the problem, hearing others here today speaking to these ques-
tions, and we would like to tackle it very shortly, if possible, and
do as much as we can in the reauthorization, which we expect to
accomplish by the end of this month. But, you know, so we hope
that we can get your input to the degree that you can, and others’
as well, as we proceed on these questions.

I would also like to say that Senator Enzi had to meet with the
leaders and that is why he had to depart, but I am going to submit
questions on his behalf as well.

I appreciate your input, your patience, your testimony, your guid-
ance here today, and also sharing your perspectives of your experi-
ences and background. It has been very helpful, and I am hopeful
that we can resolve some of these questions here before this com-
mittee on these vital programs that certainly can and do make a
difference. And we want to make sure that we can preserve the in-
tegrity of them as well. So I thank you all for being here today and
for taking the time to participate and testify before this committee.

With that, the hearing record will remain open until the 14th of
July for any additional questions or comments or testimony. In the
meantime, this hearing is adjourned. Thank you.

[Whereupon, at 12:53 p.m., the committee was adjourned.]
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RESPONSES BY ERIC M. THORSON TO QUESTIONS FROM
SENATOR JOHN F. KERRY

Question 1. Contracting Officer Failure. In your response to my question regard-
ing the failure of contracting officers to comply with small business contracting re-
quirements, you stated that you do not know why this occurs, that you can not un-
derstand why this type of negligence is allowed to continue unaddressed in Federal
procurement procedures. You also commented that you have been working with In-
spector Generals of other Federal agencies to remedy the problem.

• Will you formally commit to looking into this issue, and providing the SBA with
recommendations on how this issue can be addressed?

Answer. The OIG’s Management Challenge 1 identifies that errors by contracting
officers in small business procurement is an important issue that the Agency needs
to address to improve small business contracting opportunities and prevent the per-
formance of small business set-aside contracts by large businesses. Action Item 4
in that Challenge tasks SBA to ‘‘Develop and take steps to provide reasonable assur-
ance that agencies are providing adequate training to contracting personnel on
small business contracting procedures.’’ We are working with the Agency on steps
to increase training that is provided to Federal contracting personnel. In addition,
we have developed a small business procurement guide and provided that guide to
other agency OIGs to encourage these offices to assess compliance with small busi-
ness contracting requirements in procurement audits. We will continue our efforts
to look into the reasons for contracting officer error and work with SBA to identify
additional recommendations to solve this problem.

Question 2. IG Role in Closure of the SBA Veteran’s Contracting Office. In May,
the SBA made the determination to close its Veteran’s Contracting Office. This of-
fice served a vital need to the service disabled veteran small business community,
and the decision did not sit well with the community.

• To what extent was your office aware of the decision to close the office?
• Since the office was shut down, has there been any effort to look into the impact

of the decision? If not, do you intend to do this?
Answer. Our office was not consulted on the Agency’s plan to eliminate this office

and did not become aware of the closure until after it was reported by the news
media. We have not looked into the impact of this decision because the office, prior
to its closure, had a staff of only one person, and because agency personnel have
advised that the functions of that office are being transferred to the SBA Office of
Veterans Business Development. Given our understanding of this matter, we do not
plan to open a review of this decision at this time.

Question 3. Relationship with New Administrator. In his confirmation hearing,
Administrator Preston spoke to the importance of maintaining the independence of
your office, and about his intention to work with you as a partner in policing and
improving operations at the SBA.

• Has the new Administrator approached you about his intention to work closely
with you and to enforce your findings and recommendations?

• Has he stated his intention to follow through on any of the recommendations
made with respect to improving the SBA’s ability to serve as a watch dog for small
businesses in Federal contracting?

Answer. I have met several times with Administrator Preston, who has advised
that he values and respects the contributions of the Office of Inspector General and
plans to work closely with my office in implementing OIG recommendations. I have
presented our concerns regarding Federal small business contracting to Adminis-
trator Preston, and I am greatly encouraged by his significant level of interest in
this important subject. We will continue to work with the Administrator to imple-
ment the OIG recommendations in this area.

Question 4. Implementation of Women’s Procurement Program. The SBA has
dragged its feet for 6 years following Congress’s enactment of a women’s procure-
ment program. Although regulations have been issued and are under review, there
is some doubt expressed by the women’s small business community as to whether
this program will ever be implemented.

• Has your office looked into this delay and the reasons behind it?
• What is your understanding of why this program has not been implemented,

and what can be done to ensure that it is?
Answer. We are generally aware that the Agency has had studies performed re-

garding the nature of industries for which it would be appropriate to encourage
women-owned business contracting, as required by Public Law 106–554, Section
811(m), and has issued for comment proposed regulations to implement the Wom-
en’s Procurement Program. Beyond this, however, my office has not looked into the
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issue of the delays in the establishment of this program. The Agency would be in
the best position to respond to questions about the timing of the program.

RESPONSES BY ERIC M. THORSON TO QUESTIONS FROM
SENATOR CONRAD BURNS

Question 1. SBIR Program.
1. What efforts are underway at SBA, if any, to monitor SBIR awards given to

venture-capital backed firms? Based on a recent GAO study, much of the impact of
VCs occurred in NIH. What impact has this had on non-VC-backed SBIR appli-
cants?

2. Has the SBA considered, as some states have implemented, a Phase 0 award,
as a precursor to Phase I?

Answer. My office has not looked into these issues. The Agency would be in the
best position to respond to these questions.

RESPONSES BY JOE WYNN TO QUESTIONS FROM SENATOR JOHN F. KERRY

Question 1. Closure of the SBA Veterans Contracting Office—The SBA decided in
May to shut down the Veterans Small Business Contracting Office, which at the
time had a full-time staff of only one. Given the Administration’s stated commit-
ment to veterans, this decision seems like another example in a line of decisions to
save pennies on the dollar at the expense of an entire underserved community.

• Can you speak to how this decision affects the veterans community of small
business owners?

• What services were provided through this office, and how are veteran small
business owners adversely affected by the decision?

Answer. The decision to dismantle the Office of Federal Contracting for Veteran
Business Owners affects the veteran small business community tremendously. It
leaves a void in a program that is still in its infancy and sorely needs a leader to
ensure its implementation. While the Task Force for Veterans Entrepreneurship has
been voluntarily performing the role of advocacy and oversight of the Veterans Pro-
curement Program, as defined by PL 108–183, long before 2003; it was believed that
the SBA, with the appointment of Ms. Lewis as an Assistant Administrator to this
newly created office, had accepted its role as the Federal agency to ensure compli-
ance.

But after a whole year of operation, SBA never provided any additional staff to
work with Ms. Lewis, and later reassigned her to other duties. While it may very
well have been the prerogative of the new SBA Associate Administrator of the Office
of Government Contracting to reassign the duties under her purview, it’s appalling
to find that Ms. Lewis was forced to abruptly change her career and receive a rep-
rimand as a result after doing so much with so little. (Many TFVE members request
that your office seek to remedy any wrongful complaint or persecution of Ms. Lewis).

By restructuring the office, the SBA essentially took away an experienced con-
tracting professional; who also happened to be a female veteran with years of expe-
rience with the SBA Minority Business Program and one who also participated in
the development of the implementing regulations for the Veterans Procurement Pro-
gram. Such an individual will be hard to replace. Ms. Lewis’ dedication to the ideals
of the program and proactive initiatives to educate agency personnel and veteran
business owners were without parallel. She not only helped to match SDVOBs with
procurement opportunities, she also was persistent in encouraging agencies to com-
ply with the law.

Below is a list of the primary services that were provided by the Office of Federal
Contracting for Veteran Business Owners:

• Outreach to the veterans community, participating in small business and vet-
erans’ conferences, and providing information about the Veterans Procurement Pro-
gram under PL 108–183 to SDVOBs.

• Provide briefings to agency procurement officials and contracting officers on the
implementation of Section 308 of PL 108–183 of the Veterans Procurement Pro-
gram.

• Oversee the implementation of each agency’s strategic plans as defined by Exec-
utive Order 13–360 and report on their progress or lack thereof.

• Provide information about filing a protest if a contract is awarded to a small
business that has misrepresented itself as a SDVOB.

• Coordination of SBA business development resources for veterans interested in
starting or expanding a small business for Federal contracting.
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If the Veterans Procurement Program is to be successful, it has to have ownership
by some agency or entity that will ensure that agencies are doing their best to meet
the mandatory procurement goals. Oversight and accountability is necessary, wheth-
er it comes from the Office of Federal Contracting for Veteran Business Owners or
some other agency.

This program is not just about Federal contracting to another preference group.
It’s about providing for those ‘‘who have borne the battle.’’ As was referenced in the
Congressional findings of PL 106–50, ‘‘the United States has done too little to assist
veterans, particularly service-disabled veterans, in playing a greater role in the
economy of the United States and thereby must provide them with additional assist-
ance and support to better equip them to form and expand small business enter-
prises, such that they may realize the American dream that they fought to protect.’’
The program needs a parent and a Champion to lead the cause!

Question 2. Procurement Goal—As you stated in your testimony, the Veterans
Benefits Act of 2003 made it mandatory for Federal Agencies to meet the goal of
3 percent procurement for service disabled veteran small businesses. Yet, despite in-
stituting a set-aside program for this community, year-after-year the Federal gov-
ernment falls woefully short of attaining this goal. Last year, only .38 percent of
Federal contracts went to service disabled small business owners.

• What explanation is given by the Administration to the service disabled commu-
nity for the inability to reach this goal?

• What is the SBA doing to implement the Service Disabled Veterans Procure-
ment Program under PL 108–183 and Exec Order 13–360?

• You presented several proposals to fix this problem that could be accomplished
legislatively. Please explain how SDVOBs would benefit from eliminating the ‘‘Rule
of Two’’ and how a level playing field could be created among SDV, 8a, and Hubzone
Programs.

• What steps could be taken immediately by this Administration, in terms of staff-
ing increases, outreach, etc. to ensure that these numbers increase?

Answer. From the perspective of the Federal contracting community, the
OSDBUs, the Contracting Officers, and the Procurement Officials, PL 108-183 pro-
vided the contract vehicle that was missing in the previous legislation, PL 106–50.
But even with the authority to restrict competition to SDVOBs, agency representa-
tives say they are still unable to meet the goals because (1) they are unclear about
the application of certain parts of the statute, i.e. when to use sole source versus
when to use set-asides; (2) conflict over the use of ‘‘may’’ set-aside contracts for
SDVOBs versus ‘‘shall’’ set-aside contracts for the 8a and Hubzone programs; (3) lo-
cating capable and qualified SDVOBs is too difficult and there is no directive to as-
sist SDVOBs with business development; (4) many construction contracts are large
so very few SDVOBs meet the bonding requirements; and (5) many contracting offi-
cers still don’t know the SDVOBs that are out there.

While there may be some validity to these reasons for not meeting the goals, it
appears that the SBA is doing very little to help remedy the situation. They were
directed by Executive Order 13–360 to (a) designate an appropriate entity within
SBA to coordinate with the Veterans Affairs’ Center for Veterans Enterprise, to pro-
vide information and assistance to SDVOBs with Federal contracting, (b) advise and
assist heads of agencies implementing their strategic plans to increase contracting
opportunities to SDVOBs; and (c) make training in Federal contracting law, proce-
dures, and practices available to SDVOBs. But as was mentioned in response to
question 1, the SBA started an office to assist veteran business owners with Federal
contracting, but then dismantled it less than a year later.

Since the designated agency to assist veteran business owners with Federal con-
tracting, (the SBA) is lacking in its responsibility, it is hoped that the Senate Small
Business Committee will support recommendations for the following legislative solu-
tions: (1) Eliminate the ‘‘Rule of Two’’; (2) create ‘‘Equal Parity’’ among the use of
SDV, 8a and Hubzone programs; and (3) provide a ‘‘Price Evaluation Preference’’ of
10% for SDVOBs in acquisitions conducted using full and open competition.

The Rule of Two as introduced under PL 108–183 is contained in Part 19 FAR,
and the Code of Federal Regulations (CFR) 13 CFR, Part 125. The Rule of Two
states if a contracting officer knows of two or more SDVOBs that can do the work,
then the requirement must be competed and a sole source award cannot be made.
If sole source cannot be made, then the requirement may be competed among
SDVOBs only under restricted competition.

As stated in my testimony, contracting officers are often under pressure to get cer-
tain requirements awarded quickly, especially in the last two months of the fiscal
year, and although there may be a SDVOB that can do the job, they routinely go
to an 8(a) company using the non-competitive (sole source) authority under that pro-
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gram. Thus 8(a) firms can be rewarded for their self-marketing activities under FAR
Part 19. There is no such authority under the SDV Program. In these cases, the
Government does not have time to even consider restricted competition among
SDVOBs because of time factors.

Elimination of the Rule of Two under the SDV Program is also cited in recently
passed legislation, HR 3082, ‘‘Veterans Small Business and Employment Promotion
Act of 2006’’, Title I, Section 101, subparagraph (b) ‘‘Use of Non-competitive Proce-
dures for Certain Small Contracts,’’ which states that, ‘‘a contracting
officer . . . may use procedures other than competitive procedures . . . for an
amount less than the simplified acquisition threshold.’’ And subparagraph (c) ‘‘Sole
Source Contracts for Contracts Above the Simplified Acquisition Threshold,’’ which
states that, ‘‘for purposes of meeting the goals . . ., a contracting officer . . . may
award a contract to a small business concern owned and controlled by veterans
using procedures other than competitive procedures . . .’’

The technical changes to the Small Business Act to eliminate the Rule of Two
from the SDV Program could be made in the following manner:

In subparagraph 36(a)(1) of the Small Business Act (15 U.S.C. 657(f)(a)(1)), strike
the last portion of the subparagraph that reads: ‘‘and the contracting officer does
not have a reasonable expectation that 2 or more small business concerns owned
and controlled by service-disabled veterans will submit offers for the contracting op-
portunity.’’ The remaining subparagraph 36(a)(1) will read: ‘‘(1) such concern is de-
termined to be a responsible contractor with respect to performance of such contract
opportunity;’’

To create Equal Parity among the SDV, 8a and Hubzone programs, is to give the
same level of precedence to each. At present, many contracting officers consider the
authority that says you ‘‘Shall’’ before those that say you ‘‘May’’ with regard to pref-
erence programs for small business contracting. So more contracts continue to go
to the 8a and Hubzone programs before being considered for the SDV program. The
order of priority for contracting preferences among the three groups should be equal.

The technical changes to the Small Business Act to create this Equal Parity could
be made in the following manner: Amend subparagraph 36(a) of the Small Business
Act (15 U.S.C. 657(f)(a)(1)), by striking ‘‘may’’ and inserting ‘‘shall.’’

As for the Price Evaluation Preference, it could be implemented in the following
manner: Beginning on the date of enactment of this Act the head of each Federal
agency shall extend a 10 percent price evaluation preference in full and open com-
petitions to any small business concern owned and controlled by service-disabled
veterans. By eliminating the Rule of Two, creating Equal Parity, and implementing
a, Price Evaluation Preference, the SDV Program would be strengthened by increas-
ing contract awards, resources, and support without including SDVOBs into the 8a
program. The 8a program was created to help alleviate the more than 100 years of
wrongful discrimination and exclusion of minorities from the full benefits of Amer-
ican society, including the Federal marketplace. The SDVOB program is intended
to be inclusive of any American who served in this country’s armed forces, guard
or reserves. The SDVOB program should retain its own identify for ‘‘those who have
borne the battle.’’

In addition, there are steps that could be taken by this Administration now to in-
crease the number of contracting opportunities to SDVOBs:

• More outreach to veteran and veteran business community. Create more oppor-
tunities to build relationships between agencies, primes, and SDVOBs.

• Require contracting officers to certify as to knowledge and implementation of the
Service Disabled Veterans Procurement Program. The senior designated official
under the agency’s strategic plan should be the Chief Operating Officer or some
other such official who also has command authority over the Chief Operating Offi-
cer. Managers should have written in their performance evaluations, progress to-
ward SDVOB goals and should not receive any bonus, merit increase, or Presi-
dential award.

• Provide funding to non-profit, Veteran Service Organizations within the commu-
nity to educate, train, and assist veterans interested in participating in the Federal
marketplace.

• Comply with the President’s Executive Order 13–360 in its entirety. Complete
the required Strategic Plans, evaluate their effectiveness on at least a semi-annual
basis, and provide semi-annual reports to the public.

• Increase the use of Mentor-Protégé Programs.
• Encourage and support the use of teaming and joint ventures among SDVOBs.

Also recognize the past performance of the team and not just the past performance
of the SDVOB prime.
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• Increase the use of the SBA Commercial Marketing Representatives and the
Prime Contracting Representatives for the Subcontracting and Prime Contracting
Programs.

Question 3. Certification—Discuss your position on the need for a certification pro-
gram for SDVOBs and who should administer it.

Answer. What is being referred to as a Certification Program for Service-Disabled
Veteran Business Owners is really intended to be merely a ‘‘Validation and
Verification’’ process. It is recommended that the status of the individual claiming
to be a service disabled veteran be verified by the Department of Veterans Affairs
and not by the SBA. The VA or DOD would provide documentation to validate the
veteran’s disability status and the percentage of disability compensation.

It is not recommended that the VA take over the role of verifying a businesses
eligibility to operate as a small business based on size or number of employees. Nor
is it intended that the VA should verify the eligibility of ownership or business for-
mation. Since SBA has already been performing small business certification func-
tions, it is no reason why they should not continue to do so.

Question 4. Subcontracting—Since large Prime contractors are also failing to sub-
contract a minimum of 3% of their work to SDVOBs, what can the agencies do to
increase subcontracting opportunities to SDVOBs and to improve the performance
of large Prime contractors?

Answer. To increase subcontracting opportunities to SDVOBs, large Prime con-
tractors must be held accountable for failing to comply with the subcontracting
plans submitted as part of the contract proposal and award. Compliance with the
plans should be reviewed by the Contracting Officers and OSDBUs on a quarterly
basis with the results reported and made available to the public.

Prime contractors who consistently fail to meet their subcontracting goals, should
receive negative past performance evaluations and be required to correct any sub-
contracting defaults prior to any approval of contract options. Primes who consist-
ently meet their subcontracting plans should be rewarded by receiving priority in
future contracts and positive past performance evaluations.

Prime contractors should be encouraged to participate in mentor-protégé programs
with SDVOBs and those that do, should be given an incentive for doing so.

We believe that prime contractors who blatantly disregard making a good faith
effort to submit or implement subcontracting plans as required, should be barred
from Federal contracting for a certain number of years and liquidated damages
should be imposed if applicable. However, this is unreasonable and would be delete-
rious to the United States. Oversight should be established to ensure that Small
Business Plan requirements in the Small Business Act, are carried out by Con-
tracting Officers. Contracting Officers and OSDBUs should be held accountable for
reviewing, reporting and enforcing compliance with the subcontracting plans.

Question 5. Survivorship—Presently, a SDVOB will lose its preference status if
the SDVOB majority owner passes and the new owner is not a SDV also. How is
this issue impacting the SDV community? Please explain your position on whether
a firm should maintain its status as a SDVOB after ownership passes to a non-SDV
owner.

Answer. We propose the following legislation:
Treatment of Businesses After Death of Veteran-Owner—
(1) If the death of a veteran causes a small business concern to be less than 51

percent owned by one or more veterans, the surviving spouse of such veteran who
inherits ownership rights in such small business concern shall be treated as if the
surviving spouse were that veteran for the purpose of maintaining the status of the
small business concern as a small business concern owned and controlled by vet-
erans for the period described in paragraph (2).

(2) The period referred to in paragraph (1) is the period beginning on the date
on which the veteran dies and ending on the earliest of the following dates:

(A) The date on which the surviving spouse remarries.
(B) The date on which the surviving spouse gives up an ownership interest in the

small business concern.
(C) The date that is ten years after the date of the veteran’s death.

RESPONSES BY JOE WYNN TO QUESTIONS FROM SENATOR CONRAD BURNS

Question 1. The assumption is often that the presence of venture capital—and the
private confidence that it signified—is a good measuring stick for the viability of an
idea. Good ideas tend to attract private funding. On the other hand, SBIR was de-
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signed to support good ideas that might not be attractive in the marketplace. How
do we go about making SBIR as effective at choosing good ideas as possible while
maintaining its ability to fund good projects that might not otherwise be developed?

Question 2. Should the presence of venture capital factor into the likelihood of re-
ceiving an SBIR award?

Response to Questions 1 and 2. I respectfully decline to offer any response to the
above questions 1 and 2 from Senator Bums since I did not include any information
in my testimony on SBIR. My testimony was confined to the Service Disabled Vet-
erans Procurement Program and associated activities and/or programs. However, if
there is additional time, other members of our Task Force for Veterans Entrepre-
neurship could share their views on SBIR.

Thank you for allowing me the opportunity to further clarify my views and the
views of the many members of the Task Force for Veterans Entrepreneurship on the
above referenced issues which are so important to our veterans and veteran busi-
ness owners. I am available for additional comments if needed.

RESPONSES BY STEVEN SIMS TO FOLLOW-UP QUESTIONS FROM
SENATOR JOHN F. KERRY

Question 1. What should be done to place ANCs on an equal playing field with
other 8 (a) firms?

Answer. The miraculous growth of contract dollars should have raised question
some time ago. The leadership responsible should be prosecuted to set an example
and so those tribes and individuals not responsible are not unjustly targeted. This
solution is one the ANC’s not part of this hoax should be recommending. Given the
GAO report which speaks to ANC’s being used as a past through, and those respon-
sible not even showing the smarts to use other ANC’s as subcontractors, so native
peoples benefit in some way the punishment should be extreme. The Minority Busi-
ness Summit Committee (a consortium of MBE business organizations) makes this
recommendation reluctantly. ANCs should have their status in the world of 8 (a)
be reduced to the same status and competitive entity as other 8 (a) firms.

Question 2. Net worth threshold (NWT) for 8 (a) firms—Does the current NWT
prevent legitimate SDB’s from participating in the 8 (a) program?

Comment. Before answering, I would like to raise a couple of issues:
1. Because access to capital is so important and difficult for many small firms,

particularly minority businesses, it is imperative that they have as strong a cash
position as possible. Limiting their net worth appears to be more an impediment
to growth than tool certifying the eligibility of small minority businesses to partici-
pate in this program.

2. The income limits have neither been adjusted nor modified since the program’s
inception. This restricts and retards the opportunity for growth, development or suc-
cess on the part of the minority business.

Answer. Yes, the NWT does restrict or prevent legitimate SDBs from participating
in the 8 (a) program. I would think that some research and then adjustment to in-
come thresholds based on challenges of the industry and small business size stand-
ards would be Senate response useful. At the least, NWT should be tied to inflation
over the period since the last adjustment. While not exactly leveling the playing
field, it would provide some relief to those in or entering the program.

RESPONSES BY STEVEN SIMS TO FOLLOW-UP QUESTIONS FROM
SENATOR CONRAD BURNS

Question 1. Should venture capital factor into receiving an SBIR awards?
Answer. I believe venture capital should be factored into the determination of an

SBIR award. I do not believe the VC should be a majority owner and still receive
the SBIR. My recommendation would be the same as NMSDC has implemented in
the private sector for minority businesses needing venture capital to grow. The busi-
ness must be certified as a small business or small minority owned business. Once
certified, the business is allowed to hunt for institutional investors who might be
interested in participating in the venture. The business is able to give up equity but
not ownership of the venture and must remain in control of the business and must
manage the business for it to receive and maintain the SBIR award. A true VC is
interested in return on investment and not management also they come in looking
for an exit strategy and thus is betting on the jockey not the horse in the race.
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RESPONSES BY DR. CHARLES W. WESSNER TO QUESTIONS FROM
SENATOR CONRAD BURNS

Question 1. The assumption is often that the presence of venture capital—and the
private confidence that it signified—is a good measuring stick for the viability of a
new idea. Good ideas tend to attract private funding.

On the other hand, SBIR was designed to support good ideas that might not be
attractive in the marketplace. How do we go about making SBIR as effective at
choosing good ideas as possible while maintaining its ability to fund good projects
that might not otherwise be developed?

Answer. The question posits that the presence of venture capital is ‘‘a good meas-
uring stick’’ for the viability of an idea. While venture funding is certainly one meas-
ure of an idea’s viability, it s not necessarily the only good measure. What is more,
many venture supported business models do not succeed; hence the tautology that
‘‘good ideas tend to attract private funding’’ may be an overstatement. As the dot-
com boom demonstrated, many bad ideas can also attract private investment.

It is also that there are good ideas that do not attract private investment. Nuclear
power, GPS, and the Internet are examples of good ideas that certainly did not at-
tract private funding at their origin, or indeed during their long gestation. Private
markets are, of course, amazingly effective at exploiting these platform technologies
but, historically, this has often been the case only after substantial Federal invest-
ments. A virtue of SBIR is that it can help create and signal information about new
ideas, and in this way help private venture capital markets work better. The basic
point is that Federal investments in research, combined with effective public-private
partnerships, such as innovation awards, can help well regulated private markets
create new welfare enhancing technologies.

Making SBIR as effective as possible at choosing good ideas has to take into ac-
count the diversity of program objectives and agency needs. A virtue of SBIR is that
in many respects it can act as a ‘‘low cost technological probe,’’ enabling the govern-
ment to explore ideas that may hold promise. The second phase of the program en-
ables the successful ideas to be developed further. Transitioning to the next phase
of development sometimes occurs through the action of private markets, sometimes
through procurement. Some government needs can be met by the ‘‘answer’’ provided
through the successful conclusion of the phase I or phase II award with no further
research required or a product (e.g. an algorithm or software diagnostic). Other
awards can provide valuable negative proofs, identifying dead ends before substan-
tial Federal investments are made. And yet other awards require substantial addi-
tional funds to meet testing and certification requirements. Recognizing this diver-
sity and the need for flexibility is key to understanding the program and to its effec-
tive operation.

Question 2. Should the presence of venture capital factor into the likelihood of re-
ceiving an SBIR award?

Answer. The key determinant for receiving an SBIR award should be the quality
of the research proposed and its correspondence to agency needs or interests.

As emphasized during the testimony, additional research is needed to determine
the number of companies that have received SBIR awards and have venture capital
and the outcomes of these awards. This would enable us to have a better under-
standing of this relationship and therefore what new policies, if any, should be
adopted. The absence of such data-driven analysis makes it hard to formulate effec-
tive policy on this question.
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RESPONSES BY DR. MICHAEL SQUILLANTE TO QUESTIONS FROM
SENATOR CHRISTOPHER S. BOND

Question 1. In your testimony, you refer to the ‘‘unlimited venture capital pres-
ence’’ in the SBIR program that you suggest S. 1263 would achieve. Yet does not
my legislation limit any since venture capital to a minority stake in an SBIR com-
pany? Doesn’t my bill specifically exclude venture capital companies that are con-
trolled by big businesses, such as corporate venture funds? In addition, doesn’t my
legislation maintain the existing 500-employee limitation as well as the U.S. citizen-
ship test? In fact, I believe my bill is a narrowly tailored approach that allows com-
panies with multiple venture investors to participate in the SBIR—as these compa-
nies had for 21 years until the 2003 ruling.

Therefore, my question is this: If you are confident in the scientific merits of your
research, why does it appear that you are unwilling to compete on a level playing
field against other companies? Do you have reason to believe that NIH awards SBIR
grants on anything other than the scientific merit of the grant application?

Answer. I appreciate the opportunity to testify before the Small Business and En-
trepreneurship Committee and the further opportunity to provide additional infor-
mation. We are all after the same goal: improving the SBIR Program.

My concerns are that the proposed changes will alter the SBIR program, shifting
its focus toward development and clinical studies and away from innovative re-
search and scientific breakthroughs. I am also convinced that the change will result
in many fewer, much larger NIH awards. This will make it very much harder for
small companies that do not have access to other funding to receive SBIR grants.
Thus, a change in the Affiliation Rule will precipitate a paradigm change in Small
Business early stage support, thereby impacting the national economy by discourage
the start-up and growth of small businesses that are demonstrated to be one of the
most effective means of creating new jobs. Given the large contribution that small
businesses are making to the nation’s economy, a major change in the Affiliation
Rule will have a negative impact on the economy over the long term.

I have divided your first question into its several parts:
First, as written S. 1263 very specifically does not limit venture capital firms and

the small companies they control to 500 employees plus affiliates. Never, in the en-
tire history of SBIR, have any firms with more than 500 employees including affili-
ates been legally allowed to participate, whether venture capital funded or not. S.
1263 would, for the first time, waive this critical affiliation rule. This is my most
serious concern to S. 1263.

One thing is very clear; a change in the Affiliation rules that permits large ven-
ture capitalists to take advantage of the SBIR Program for clinical trials and prod-
uct development will unleash major paradigm shift in the means available for tech-
based small businesses to get support for new innovative technology and R&D
projects. As the pathways for small businesses are whittled down until the passage-
way is too narrow and unattractive, we will have effectively choked off one of the
best engines for economic growth that the nation has going for it.

If the intent of S. 1263 is truly to preserve the 500 limit, why does it specifically
waive the affiliation rule for venture capital firms? Why only for venture capital
companies, why not for other ownership?

Second, in addition, some proponents of S. 1263 have publicly stated that they are
not satisfied with $100,000 Phase I program and $750,000 Phase II programs. They
state they need $1,000,000 in Phase I and $10,000,000 in Phase II. This will reduce
the number of SBIR award by a factor of 10 to 12. If awards like this are routinely
made, the odds of wining will plummet and it will drive 90% of small, high tech
companies out of SBIR. SBIR will very quickly become the venture capital Supple-
mental Development Insurance Fund.

Would you be willing to support a firm, absolute cap on the size of awards? Pos-
sibly the limit could be one and one half to two times the limit recommended in
the legislation? For example, the present limit is $750,000 and the cap would be
$1,125,000 to $1,500,000. If the limit is raised in the reauthorization to $1,000,000
then the cap would be $1,500,000 to $2,000,000. These would still be huge awards,
but they would not cripple SBIR.

Third, also, allow me, respectfully, to point out that if venture capital controlled
firms participated in SBIR prior to 2003, they did so illegally. Venture capital con-
trolled firms were never lawfully permitted to participate in SBIR. They did so prior
to the ruling either because they did not provide the proper certifications (which vio-
lates the law) or agency administrators ignored the ownership of the firms either
through laziness or negligence.

Fourth, related to the question of multiple venture capital ownership, the question
is not whether a venture capital firm owns less that 49%, it is whether or not the
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‘‘individual’’ owns more than 50%. It is not clear how multiple venture capital own-
ership affects the question. However, I assume that no one would allow a company
controlled by a foreign venture capital firm to participate. In the event that a com-
pany was controlled by multiple venture capital owners, and some of the them are
foreign, how much SBIR funding should go to benefit foreign investors?

Fifth, I am willing to compete with any companies ‘‘on a level playing field’’, that
is as long as the same rules apply to me and to those I compete with. Section 3
of S. 1263 provides a special waiver to the affiliation rule only to venture capital
funded companies. They would have a significant advantage over real small compa-
nies that do not have access to the capital and equipment that the venture capital
firms provide. Do the venture capital firms need special rules that only apply to
them in order to compete?

SBIR is an intensively competitive program. Less than 1 out of 10 NIH SBIR
Phase I applications are funded. Increased participation by large venture capital
firms will dramatically reduce this to 1 in 20 or fewer.

Question 2. You make much of the GAO Report issued in April of this year. Yet,
in that report the GAO admitted that it could not distinguish between companies
that were majority and minority backed by venture capital funding. Further, the
GAO report only looked at SBIR grants made between 2001 and 2004, yet majority-
backed companies were allowed to receive SBIR funds until the ruling in 2003. So
the figures you cite about the increase in venture funding and the SBIR program
actually includes the majority-venture backed companies that are now ineligible.

Given these facts, to you agree or disagree with the following Small Business Ad-
ministration quote about the April GAO report: ‘‘The data presented in the report
has no bearing on program eligibility. For this reason, SBA finds the general discus-
sion of SBIR eligibility to be unclear and potentially misleading.’’ [See letter from
SBA Associate Administrator for Government Contracting, Karen Hontz, dated
April 2006]

Answer. First, the statement has been made by advocates of S. 1263 that venture
capital backed firms can no longer compete in NIH SBIR. I cited the GAO report
because it clearly refutes this statement. The fact is that venture capital companies
are participating at higher levels than ever before and that participation is increas-
ing rapidly.

Second, firms that were majority owned by venture capital firms were never le-
gally allowed to participate in SBIR.

Third, I believe that eligibility, as it applies to affiliation, is very clear and should
apply equally to all participants.

Question 3. How capital intensive is your business? Do you have revenue from
products you are selling? Does your product have to go through anything like the
3-stage Food and Drug Administration approval process that drug development
firms face?

Would you say that the economics of your product development are fundamentally
different from the economics of drug and medical device development, which can
cost hundreds of millions of dollars and take a decade or more? Viewed in this light,
isn’t a reliance on venture funds understandable in the drug development world, if
not in your line of business?

Answer. I spoke at the hearing representing the Small Business Technology Coun-
cil of the NSBA. Obviously this organization does not have products. The company
I work for does sell products and, yes, some are medical products that require FDA
approval. Thus, I do understand why venture capital funding is used to support
pharmaceutical development. I also believe that this work is important and nec-
essary and I know that the studies are long and expensive.

The studies, however, are not ‘‘innovation research’’ and, as such, do not properly
belong in the SBIR program. SBIR is supposed to fund innovations before they have
reached the state of development where they can attract venture capital funding.

This is not a problem faced only by venture capital funded firms. I have had sev-
eral NIH SBIR applications rejected because the NIH reviewers felt that the tech-
nology was too advanced and no longer innovative. Just last year I submitted a pro-
posal that was not funded. The reviewers found that ‘‘The PI (Principal Investigator)
is one of the leaders in the field’’ and ‘‘This is important research and the work
could have a positive impact.’’ However, they also noted: ‘‘These studies are not very
innovative’’ and ‘‘nothing revolutionary has been proposed.’’ Obviously, this hurts,
but it is the key criterion for funding SBIR research.

I definitely believe that the NIH should have a program that supports clinical
studies for drug development. This should not come out of the small 2.5% SBIR pro-
gram. When SBIR is reauthorized, it would be a wonderful idea to have an addi-
tional allotment of funding, possibly 1% of the NIH extramural budget, to fund clin-
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ical studies related to technologies developed under SBIR. I would gladly work with
you and the committee to develop a concept like this.

RESPONSES BY DR. MICHAEL SQUILLANTE TO QUESTIONS FROM
SENATOR CONRAD BURNS

Question 1. The assumption is often that the presence of venture capital—and the
private confidence that it signified—is a good measuring stick for the viability of an
idea. Good ideas tend to attract private funding. On the other hand, SBIR was de-
signed to support good ideas that might not be attractive in the marketplace. How
do we go about making SBIR as effective at choosing good ideas as possible while
maintaining its ability to fund good projects that might not otherwise be developed?

Answer. I believe that venture capital funding does indeed give credence that an
idea has huge commercial potential. It does not, however, mean that an idea has
merit and can solve important medical problems. (This is obvious by the enormous
resources that go into clinical studies for cosmetics.) If this were the only criterion
for performing SBIR research, many diseases would not be investigated and many
problems would never be solved.

A very specific example is the research we carried out under an NIH SBIR pro-
gram that led to an order of magnitude decrease in the incidence of stroke during
open-heart surgery and has changed the way open-heart surgery is performed in
hospitals throughout the United States. If commercial potential and venture capital
involvement were important criteria, this would not have been funded and the inci-
dence of stroke following open-heart surgery would be 10 times higher than it is
today.

In addition, the development of new technologies for medical research would come
nearly to a standstill. SBIR is the primary mechanism today for technology develop-
ment in medical research in the United States. For the most part, investigations
into new tools for medical researchers would not get done. Large companies are not
doing it, and venture capital firms obviously would not fund it.

Question 2. Should the presence of venture capital factor into the likelihood of re-
ceiving an SBIR award?

Answer. All SBIR proposals should be judged on their technical merit and the po-
tential impact of the research.

The issue of venture capital should be a factor relative to the size of the company
and the total number of all of its affiliates.

RESPONSES BY THOMAS J. BIGGER TO QUESTIONS FROM
SENATOR CHRISTOPHER S. BOND

Question 1. [The text for question 1 was not available at press time.]
Answer. Biotechnology and medical device companies are disproportionately im-

pacted by the new SBIR eligibility rules because these industries rely upon venture
capital investments to fund research and development over long time horizons. By
some accounts, it can take 10-15 years and $800 million to develop a new biotech
product. During this time, a small biotech firm will likely have no revenue from
product sales. Hence, biotech companies are heavily dependent on venture capital
backing, even at very early stages of product development.

Question 2. [The text for question 2 was not available at press time.]
Answer. Paratek has 66 employees. We are typical of the numerous biotechnology

companies with fewer than 100 employees who find themselves majority venture
capital backed due to the very capital intensive nature of biotech research and de-
velopment. Like the vast majority of the biotech industry today, we are a small com-
pany.

Question 3. [The text for question 3 was not available at press time.]
Answer. We maintain day to day management of the company. Our firm is run

by our management team, not by our venture capital investors. In general, venture
capitalists are looking to invest in technologies that are promising. They are not
looking to run their portfolio companies. In the case of Paratek, no single venture
firm owns more than 5 percent of the company’s stock.

Question 4. [The text for question 4 was not available at press time.]
Answer. We hear anecdotal evidence that promising research is being turned

away by NIH due to the new eligibility interpretation. NIH has stated that the rules
prohibit funding of research with the potential to improve human health, research
that NIH would like to fund but cannot. According to a survey by the Biotechnology
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Industry Organization, roughly half of biotech companies with majority venture cap-
ital backing had cancelled or delayed a project due to the new SBIR rules.

Question 5. [The text for question 5 was not available at press time.]
Answer. The simple answer is that venture capital funding often goes to product

development that is further along while SBIR dollars help to fund the earliest stage
research. The SBIR eligibility rules, however, are not product specific, but instead
look at the capital structure of the company. So a company that has become major-
ity VC-backed by virtue of funding for one product is no longer eligible for SBIR
funds for different products at earlier stages of development.

Question 6. [The text for question 6 was not available at press time.]
Answer. In our case, we had to actually lay off employees due to the funding re-

striction. Under the new eligibility interpretation, not only is the public losing out
on the benefits of research that could provide new therapies, but in some cases there
is a direct negative economic impact to the community as well.

RESPONSES BY THOMAS J. BIGGER TO QUESTIONS FROM SENATOR CONRAD BURNS

Question 1. [The text for question 1 was not available at press time.]
Answer. My view would be to allow the agencies, NIH for example, to make the

decisions as to what research gets funded. The eligibility rules should not screen out
companies based upon whether or not they have raised private capital. The eligi-
bility rules should be as neutral as possible so as to allow all small companies to
compete. We should have confidence in the peer review process implemented by the
agencies that participate in the SBIR program. Put simply, Congress should do
what it can to ensure that SBIR funding decisions are made, to the extent possible,
based upon the merit of the scientific research at issue.

Question 2. [The text for question 2 was not available at press time.]
Answer. The legislative history and statutory language of the bill creating the

SBIR program indicates that Congress viewed the presence of private investment
as a positive factor in the decision making process regarding Phase II SBIR awards.
This represents a recognition by Congress that ideas that attract private funding
are more likely to succeed. Viewed from this perspective, SBIR funds are more likely
to result in commercialization of a new product where the ability of the firm to at-
tract private capital is taken into account.

Having said that, however, there are many worthwhile projects that could benefit
from SBIR funds that have not attracted private investment. In our industry, in
particular, a company may raise private funding for a specific product and may then
apply for SBIR funding for different products that are too early stage to raise pri-
vate funding. Whether the SBIR program should contemplate the fact that a com-
pany, or a specific product, has raised venture capital or other private investment
funds is a policy decision that Congress will ultimately have to make.

RESPONSES BY THOMAS J. BIGGER TO QUESTIONS FROM SENATOR MICHAEL B. ENZI

Question 1. [The text for question 1 was not available at press time.]
Answer. This is a problem specific to companies that have long product develop-

ment cycles in heavily capital-intensive fields of research. Biotech companies are a
prime example of this situation, as are medical device companies.

Question 2. [The text for question 2 was not available at press time.]
Answer. NIH has been the agency most impacted by the new SBIR eligibility

rules. However, other government SBIR participants, such as the Department of De-
fense, may want the ability to fund promising research and development by compa-
nies that are venture backed. Rather than making the solution NIH-specific, a pref-
erable alternative would be to grant participating agencies the discretion to make
awards to majority-backed firms where doing so would advance the mission of the
agency’s SBIR program.
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